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Condensed Statement of Condition, June 30, 1949 
RESOURCES 


$ 598,809,361.92 
1,072,285,191.53 
1,061,252,254.45 


Cash on Hand, in Federal Reserve Bank, and Due from Banks and Bankers 
U. S. Government Obligations 

Loans and Bills Purchased 

Public Securities 

Stock of Federal Reserve Bank . 

Other Securities and Obligations 

Credits Granted on Acceptances 

Accrued Interest and Accounts Receivable 
Real Estate Bonds and Mortgages . 


$ 59,470,565.74 
9,000,000.00 
7,639,743.75 
9,851,025.59 
7,690,264.57 
1,738,283.07 
95,389,882.72 

4,896,611.15 

36,012.78 


. $2,832,669,314.55 


Bank Premises 


Other Real Estate 
Total Resources 








LIABILITIES 


$ 100,000,000.00 
200,000,000.00 
70,295,433.86 


Capital . 
Surplus Fund 
Undivided Profits 
Total Capital Funds 
Deposits . 
Treasurer’s Checks Outstanding 
Total Deposits . 
Acceptances 
Less: Own Acceptances ‘Held for Investment 


, oS wens = pe See 
$2,301,105,241.62 
90,589,308.63 
lea s « ts) S90R,0peg90a5 
$  13,896,617.23 
3,827,246.55 
$  10,069,370.68 
3,000,000.00 
1,873,167.90 
55,736,791.86 


Dividend Payable July 1, 1949 . 
Items in Transit with Foreign Branches 
Accounts Payable, Reserve for Expenses, Taxes, etc. 


70,679,330.44 


Total Liabilities . $2,832,669,314.55 


Securities carried at $117,203,476.61 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 
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Now It’s 400! 


On August 1, 1949, the State Bank and Trust 





: Company of Dillon, Montana celebrates its 50th 
birthday and becomes the 400th bank that has 


been a correspondent of Central Hanover for 50 







years Of more. 










Today’s president and cashier of the State Bank 


and Trust Company are sons of two of the found- 






ers who, as directors, approved opening an ac- 





count with Central Hanover in 1899. 






A bank is known by the correspondents it keeps. 
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More About Capital Gains 


I have noted the further comments on 
the controversial subject of securities 
profits (capital gains) distributions 
which Mayo Adams Shattuck, Esq. sub- 
mitted in the July issue of TRUSTS AND 
ESTATES in response to my article. I do 
not presume that very much will be 
gained by prolonging the discussion be- 
cause both of us adhere firmly to con- 
trary views. 

He believes that securities profits div- 
idends should be allocated to principal. 
I do not contend at all, as alleged by Mr. 
Shattuck, that securities profits dividends 
are regular income or true investment 
income, (i.e., dividends and interest), but 
I strongly believe that in many instances 
securities profits dividends from Mutual 
Funds may definitely be regarded as in- 
come and may be paid to life tenants. 
Such is the law of the State of Pennsyl- 
vania and other states. The facts are that 
in some Funds where securities profits 
are aimed for and paid out, principal has 
been better protected for the remainder- 
man; there has been less fluctuation in 
the value of principal; and the life ten- 
ant has been better off too, than in other 
Funds adhering to the theories advocated 
by Mr. Shattuck. 


The fact also is that trustees are gov- 
erned by the rules and the law of the 
specific states rather than personal opin- 
ions. The important thing from the point 
of view of the responsibility of the trustee 
is whether there has been in fact ade- 
quate protection of principal. Trustees 
are concerned with facts, not accounting 
theories. In other words, as stated by 
Judge Frederick Dillon (on behalf of the 
Probate Judges of Massachusetts), trus- 
tees will be held to the same rigid stand- 
ards in the purchase of (Mutual Fund) 
securities as they would be in making 
other investments. 

The best answer to Mr. Shattuck’s 
theory is well presented by TRUSTS AND 
ESTATES itself on the page immediately 
following Mr. Shattuck’s article (July, 
p. 341). Here actual Fund performance 
calculations are tabulated in an article 
by the eminent Henry Ansbacher Long. 
Mr. Long’s Mutual Fund Index definitely 
shows that there are a number of Funds 
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which paid substantial capital gains dis- 
tributions in which there was definitely 
little or no wasting of assets (Column 
19, page 433). 

As a matter of fact the performance 
figures of certain Funds shown there 
reflect a very definite increase in the 
principal or gain in assets to the remain- 
derman for the period shown. Conversely, 
there were some Funds aiming primarily 
for ordinary income (and which prefer to 
treat securities profits dividends as prin- 
cipal) whose performance did reflect a 
wasting of assets, while others showed a 
principal gain less than other Funds 
aiming for securities profits. There were 
a few Funds that paid exorbitant secur- 
ities profits dividends and who failed to 
maintain principal values. 

In my judgment the primary question 
is — has the dividend policy impaired the 
stability of principal values? If it has 
not, as demonstrated by the record, there 
is certainly no reason for fiduciaries to 
create an unjustified exception to the 
rule of application set forth in the Uni- 
form Principal and Income Act relative 
to dividends received in cash. 

Andrew B. Young, 
p Attorney 
Philadelphia 
Apportionment and Marital 


Deduction 


It is apparent from the Peters case, 
dealing with the right of election under 





SCUDDER 


Section 18 of the New York Decedent 
Estate Law (see May T&E, p. 326, and 
comment in June T&E, p. 403), that when 


apportionment of the Federal estate tax 


is required, the marital deduction will be 
considered. But it should be noted that 
for purposes of the New York Estate Tax 
a like consideration will not be necessary. 
The decedent can, however, in his will 
specifically insulate the surviving spouse 
from contribution toward the tax in whole 
or in part and direct that other legatees 
or sources are to bear that portion which 
otherwise would have been allocated. 

The formula employed by the lower 

court was approved when the Appellate 
Division affirmed. It may be stated, by 
virtue of Section 124 of the Decedent 
Estate Law and the authority of the 
Peters case, that the following is the 
status in New York of tax apportionment 
in relation to the marital deduction. 

1. Apportionment will take place un- 
less thes decedent specifically and 
clearly expresses a contrary intent. 

2. Deductions and tax exemptions must 
be taken into account in apportion- 
ing. 

3. The marital deduction is a deduc- 
tion which must be taken into ac- 
count in apportioning or prorating 
the federal tax with respect to the 
surviving spouse. 

4. A formula is applicable, expressed 
as a fraction of the total estate tax, 
the numerator of which is the value 


STEVENS is actual 
& CLARK net asset 
FUND, Inc. 9 


Prospectus on Request 


10 POST OFFICE SQUARE « BOSTON 9, MASSACHUSETTS 


The price 


of the spouse’s interest minus the 
marital deduction and the denomin- 
ator is the net taxable estate. To il- 
lustrate 


Gross estate _______.____.__________. $500,000 
Adj. Gross Estate 450,000 
Spouse’s interest __.........._... 275,000 
Maximum Marital Deduction 225,000 


Then 
275,000 — 225,000 





225,000 
< Total Estate Tax 
or 
50,000 
<x Total Estate Tax = 
225,000 


surviving spouse’s contribution. 


Solomon Huber, C.L.U., 
General Agent, 


Mutual Benefit Life Ins. Co. 
New York 


Likes T&E 


I congratulate you upon the May issue 
of TRUSTS AND ESTATES. Not only have 
I found your magazine extremely inter- 
esting, but I think you have brightened 
and lightened it up to a tremendous de- 
gree. The articles were of particular in- 
terest to me and, I should imagine, will 
be to a great majority of your readers. 

Louis H. Northrop 
Assistant vice president 
The First National Bank 
Chicago 
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EDITORIAL... 


Pork-Barrel 
Economics 


REAT Britian, with 40% of her peoples’ income be- 

ing taken by the government, is furnishing a current 
drama of the perils of the “planned economy”. But at the 
rate we are going in the United States, it will take us only 
a few years to spend ourselves into that unenviable position. 
With the highest peacetime Federal spending in history, we 
are already taking 27% of our national income to pay for 
our Federal, State and local government—mostly for Feder- 
al expenditures. 


A compilation made by the Washington correspondent of 
the New York Sun shows that the four-year regime of Presi- 
dent Harry Truman has cost us more than the 152 years of 
the twenty-eight presidents who served up to the beginning 
of the second World War. At the rate of $45 billion a year, 
our present Federal government is costing $14 billion_a 
year more than the average of President Franklin Roose- 
velt’s twelve year tenure. Part of this vast increase may be 
attributed to the lessened value of the dollar. But even that 
part is suspect, for it is the expenses of government itself 
which have so greatly impaired dollar value. 


Considering the fact that this is supposed to be a time of 
peace, and observing the trend to greater expense with less- 
ened national income, the picture is not one calculated to 
give us the sense of security and economic solidarity need- 
ed for prosperity and progress. It is an amazing situation 
when we cannot balance a peace-time budget with a tax 
take of $38 billion a year, or $700 for every individual tax- 
payer in the country. The latest figures show that we are 
again running a deficit, with no evidence of a change of 
direction. What, we may ask, will we do if we get into an 
“unprosperous’ period? 

Our system of private enterprise and our free-spirited 
people have built up so great an economic “fat” that we 
have been able to take this punishment, but we are already 
seeing signs of economic anemia which can bring real 
trouble unless we start improving our political health in every 
village, town and city. Bankers and trustees have, along with 
business and other leaders, a special duty to make these 
facts plain in their own communities, not only for the gen- 
eral good but also for their own survival and usefulness. 


The self-seeking proponents of Bureaucracy are adept at 
developing plausible excuses for building their political 
empires. In good times they claim a “fair -share” of the 
national income, and because most voters are well-off there 
is not much grumbling. Or they manufacture emergencies 
and sell them with an artifice and passion for “doing good” 
that would make the most husksterish advertising man bite 
his nails in envy as a rank amateur. They are quick to count 
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noses of “forgotten men”, “underprivileged classes”, “below- 
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How much more can we afford? 


average income groups” and other subsidizable voters on 
whom they may spend Other People’s Money. Times of local 
or international unrest occasion “national emergency” bud- 
gets. Thus we keep on the one-way street to inflation and the 
Super-State. 

Ex-President Herbert Hoover, through his Commission 
Survey, has expressed the opinion that at least $3 billion 
could be saved annually without impairment of any essential 
services of government. Senator Byrd has continued to 
point out the way to eliminate waste and extravagance and 
recently concluded, from the background of many rich 
years of exemplary public service, that: 

“The plain and simple truth is that if we, at a time of 
high prosperity, deliberately embark on a program of 
deficit spending, it is doubtful . . . that the budget of the 
United States Government will ever be balanced until 
our fiscal system is destroyed and we undergo the hard- 
ships of the reestablishment of a solvent currency”. 


We have been patient long enough with those who special- 
ize in using Other People’s Money for advancing their politi- 
cal fancies and fortunes. It is our own and our neighbors’ 
and customers’ bread-money they are dealing with now. In 
the last twenty years the government has more than doubled 
its take of our national income, to the point where the aver- 
age person has less than three dollars out of every four he 
makes to call his own. He not only works more than one 
week of every month for his political “servants” but must 
pay tribute every time he buys a pack of cigarettes, a loaf 
of bread or any other commodity, because his dollars have 
been depreciated by the vast deficit financing of his govern- 
ment. Bankers can appreciate this; therefore, it is their 
privilege and duty to explain it to others in their own com- 
munities. 

A AA 


Public Relations Note... 


A. L. M. (Lee) Wiggins, former president of the Ameri- 
can Bankers Assn., made a telling point in a recent talk at 
the Graduate School of Banking, when he remarked that 
banks are not going to be run as bankers want them to be, 
but the way the public wants them run. 

Voters’ opinions or attitudes have been felt to a marked 
degree in legislation, and in support of the government’s tax- 
ation and assessment policies which affect the profitability of 
the banks. With the diffusion of wealth and the concurrent 
development of more bank services for people of modest 
means, banks are also becoming more and more dependent 
on the man-on-the-street for their business. His opinion, in- 
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formed or uninformed, can build or tear 
down an individual bank or the whole 
independent banking system. 


That good public relations starts right 
at home with employees was emphasized 
sharply in a large Southern city where 
a retired bank vice-president has spent 
the past two years going around telling 


NLY 19% of the 3,602 people in- 

terviewed by Opinion Research 
Corp. experts for the Association of 
Reserve City Bankers responded affirma- 
tively to the question: “Have you made 
a Will?” Granted that this survey was 
made of a “representative cross section 
of the voting population” and therefore 
included many who had little that would 
classify as estates, lawyers and corporate 
fiduciaries will readily appreciate the 
virginal opportunities for cultivation of 
this service. 


T would be very pat to say that trust 
departments are seeking new sources 
of business and profits, were it not pos- 
sible to suggest at least one such avenue, 
both for making such contacts in a most 
interesting and attractive manner, for 
obtaining some extra compensation, and 
at the same time assuring a cleaner port- 
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One Out of Five Have Wills... 


Worthless? Securites Check 
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his former business contacts that his 
former employers do a very poor job. 
The fact that he is supported largely 
by the pension provided by the bank has 
not deterred his crusade. His past con- 
nection seems to have lent credence to 
his “gripes” as so many accounts were 
affected that the bank put two officers 
on the trail to repair the damage. 





His success in influencing many men 
of business consequence suggests that the 
internal relations of the bank may not 
have been above reproach, and certain- 
ly indicates the great importance of con- 
tinued efforts for public as well as em- 
ployee good-will—which will carry over 
even after employees have retired and 
become pensioners. 






















Half of these people had checking ac- 
counts and more than the 19% had sav- 
ings accounts in banks. Further, the 
survey—which is scientifically accurate 
within a few percentage points of the 
total voting age population—showed 
that even among the upper third of the 
economic strata only 41‘ had made 
wills. Among the “influence group” of 
“editors” the ratio was only 54‘. Three 
out of four men, and six out of. seven 
women had no wills. 

While almost a fifth of those inter- 


folio in the estates which may subse- 
quently come in for administration. 

It is a well known fact that practically 
every investor has, among his so-called 
assets, a peculiar collection of securities 
in various types of defunct corporations, 
and of unlisted items on which informa- 
tion is not t readily available to ) the indi- 
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“It's not so much for myself, sir, as it is for the 


government. 


My income taxes are so pitifully smal 
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viewed had made their wills or knew 
that trust departments acted as execu- 
tors of will, only one percent had nam- 
ed them, 14% having selected a friend 
or relative, and 3°¢ having selected a 
lawyer for this role. The fact that two- 
thirds of those who had not named a 
trust department had not even consider- 
ed doing so indicates that the banks and 
trust companies have a long way to go 
in informing their fellow-citizens of 
their availability as well as economical 
charges for this service. 




















vidual. The number of financial pet 
fanciers—collectors of so-called “cats 
and dogs”—is legion. They are constant- 
ly being reminded of their investment 
mis-adventures, yet seldom know what to 








do about them, not wishing to throw 
away a pretty little certificate which by 
some half chance may turn out to have 
subsequent value. Would it not be well, 
in connection with custodian or safe de- 
posit accounts, to offer a review service 
for these securities, charging a nominal 
fee for each issue checked? 


















Possibly this would not carry its own 
cost of investigation, but should return 
dividends to trustees in custodian busi- 
ness. As a large proportion of these ac- 
counts may later go-on the books in 
estates or trusts, the fiduciary would be 
saving untold trouble and expense at 
that time, have a cleaner estate to ad- 
minister, and have had much more op- 
portunity, for obtaining such fiduciary 
appointments and for “pre-administer- 
ing” the estate by estate planning. 















It should also be possible to cut down 
substantially on the cost of these investi- 
gations. City banks might find this a 
useful form of service for correspond- 
ents where national data are not on 
record. Records might even be kept at 
a central bureau to which would be re- [ 
ported the name of each issue as its in- f 
vestigation is completed by a member 
bank, thus allowing other banks to 
check with the central agency before 
making a duplicate investigation. 
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MERCANTIL -COMMERCE 


Bank and Trust Company 
ST. LOUIS 1 MISSOURI 
S iad 
% Le 
“UST. SevENO® 


Statement of Condition, June 30, 1949 


THE RESOURCES 
Cath endl Dhue denen TE i a $ 95,829,878.23 
United States Government Obligations, direct and 
guaranteed (incl. $20,446,428.77 pledged*)____----- 131,957,072.31 
Chlher Wes aed Gees... ee... 21,889,853.04 
Deal ene Tame GOO... os eS... 96,167,485.31 


Stock in Federal Reserve Bank of St. Louis ___--_--------- 600,000.00 
Real Estate (Company’s Building) ______--------------------- 2,750,000.00 
Other Real Estate (Commerce Building) -----.-.------------- 700,000.00 
Ces . ......-- Asse oe. 2,603.99 
Customers’ Liability on Acceptances and Letters of Credit__ 571,707.70 
Other Resources-_-__-___...._____- fn ee. 33,298.31 


CIE TIE ainsi cw stein into aninhciczicamnannaaadataeaan te $ 12,500,000.00 








Surplus bs a iat te eae eeeraea i at anaes | aerll a eeeaeel one eee I 7,500,000.00 
Og RES eee Ame ee 5,903,951.13 
Reserve for Dividend Declared _______-_____-__-__-_-_________ 250,000.00 
Reserve for lncerest, Tanes, etc... ............--... 1,252,577.76 
Bank’s Liability on Acceptances and Letters of Credit____- 571,707.70 
eet tee 261,644.14 
Deposits, Secured: 

U.S.War Loan ____ $ 7,110,188.61 

Other Public Funds__ 7,191,073.62 $ 14,301,262.23 
Other Deposits: 

EEE: $250,027,574.39 

TUNED <n nen wanes 56,641,404.03 

een 1,291,777.51 307,960,755.93 322,262,018.16 

e $350,501,898.89 


*All Securities pledged are to the U. S. Government or its Agents, State of 
Missouri and the City of St. Louis, to secure deposit and fiduciary obligations. 
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VERY day brings new evidence of 

the rapidly increasing pressure by 
employee organizations—especially cer- 
tain unions—for pension benefits for 
retired employees. As this is written, 
pensions constitute a major issue in 
labor disputes at Ford, U. S. Steel, and 
elsewhere. Forward-looking companies, 
some long ago, anticipated this trend by 
initiating such benefits apart from union 
negotiations. Surveys have consistently 
shown, however, that such companies 
are not receiving appropriate “credit” 
from their employees for such programs. 
Further, analysis of specific situations 
shows that this is due to failures in 
communication. 


The acceptance by employers of major 
economic responsibility for the aged em- 
ployee is rapidly converting the com- 
pany pension plan from an occasional 
“fringe benefit” into a significant com- 
ponent of total employee compensation. 
Pension plans commonly involve contri- 
butions by employer and employee of 
double, triple, or ever. quadruple the 
Social Security contributions. For in- 
stance, about 50,000 members of certain 
locals of the International Ladies Gar- 
ment Workers Union, AFL, are report- 
ed as now eligible for retirement at $65 
per month from a fund built up by em- 
ployee contributions of 3% of payroll. 


Participation Is Voluntary 


From many points of view, there is a 
great deal to be said for the voluntary 
plan, that is, one to which the employee 
contributes, but which he is not compell- 
ed to join. His participation comes as a 
result of a voluntary act on his part, 
after he becomes eligible to participate 
under the terms of the plan. Plans 
usually stipulate from one to five years 
of continuous employment, and attain- 
ment of age 25-or 30, as criteria of 
eligibility. This reduces the number of 
“in-and-out” participants. 


Voluntary plans appear most con- 
sistent with industrial democracy and 
with individual rights and status. Some 

*Consultant in Human Communications and Pro- 


ducer of audiovisual materials for business. 
Author: “Audio-Visual Aids to Instruction.” 
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Title on colorful gingham, identifies company 
product and individual employee interest. 





Previously established slogan identifies plan, 
company progress, individual security. 
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Savings sequence: “It’s a mighty cold, 
world” without provision for future. 


cold 


Contributory plan enables employee to save 
more than four times as much as without it. 




















union demands for retirement plans 
have stressed the extreme alternative— 
automatic participation of employee, 
without employee contribution. In this 
form, a retirement plan is little more 
than a special component of wages. The 
voluntary plan, on the other hand, re- 
presents company assistance in savings 
(by wage deduction) authorized by in- 
dividual decision. The latter plan holds 
the ‘greater promise for intangible bene- 
fits in industrial relations; to achieve 
these it requires appropriate, effective 
human communication procedures. 







Plan To Fit Situation 





Much, of course, has been and no 
doubt remains to be said about the 
merits of pension and retirement plans 
generally, as well as about the details 
of various types of plans. These are 
usually worked out to fit the individual 
company situation by the appropriate 
staff of the life insurance company se- 
lected to underwrite the plan, in coopera- 
tion with the company’s industrial rela- 
tions staff, and such consulting talent as 
may be desired. 

However, there is a vast deficiency in 
many company pension plan situations 
which fairly cries for constructive atten- 
tion, and which results from a basic 
lack of adequate human communication 
in connection with the pension plan. 
This deficiency can be remedied, with 
resulting substantial benefits in em- 
ployee relations generally, by intelligent, 
consistent, objective, effective — and 
above all, sincere communication pro- 
cedures. Information, explanation, inter- 
pretation, reiteration are essentials for 
deriving full benefits from pension plans 
for employer and employees. 


















The experience of many companies, 
the observation of many supervisers, and 
the findings of many surveys reveal that 
employees often do not even know their 
company has a pension plan. Of those 
who do know this, far too many do not 
know if they themselves are eligible. Of 
those who are participating in such 
plans, many do not know what benefits 
they are to receive. And both partici- 
pants and non-participants among em- 
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ployees reveal a surprising lack of know- 
ledge of the fact and/or degree of com- 
pany contribution. In fact, many em- 
ployees do not realize the contribution 
made by their employers to Federal 
Social Security. It is obvious that such 
ignorance destroys the benefits in terms 
of good employee relations, that might 
well be expected to result from liberal 
company-sponsored pension plans. 


Requires Information Program 


The overcoming of this ignorance and 
the development of appropriate em- 
ployee understanding and evaluation of 
a company pension plan require a speci- 
fic, planned program of information and 
education. The objectives and _ techni- 
ques of human communication involved 
must be determined for each individual 
case. 

The inauguration of a pension plan 
ordinarily involves the immediate re- 
tirement—forced, if necessary—of all 
employees already over the specified re- 
tirement age, and the suddenly impend- 
ing retirement of those approaching that 
age. This introduces problems that will 
vary somewhat with the characteristics 
of each individual plan and company 
situation, but it makes all but inevitable 
the resistance of the older employees— 
often influential—and may automatically 
provide some spectacularly inadequate 
annuity payment rates to initiate the pro- 
gram. 

Company pension plans involving em- 
ployee contributions are usually “sold” 
to the employees by the insurance com- 
pany or trustee involved. Most such pen- 
sion plan contracts become effective only 
when a certain specified percentage of 
eligible employees—say 70%—have 
“joined the plan” —that is, usually, have 
authorized their regular contributions to 
be deducted from their pay. Insurance 
companies offering such coverage (us- 
ually classified as “group annuities de- 
posit”) usually prepare certain special 
material for the individual plan. This 
almost necessarily includes a booklet or 
pamphlet setting forth the basic informa- 
tion and necessary details about the 
specific company plan involved. 

Unfortunately, however, such mater- 
ials are almost invariably so technical— 
legally and financially—in character, 
summarizing the annuity contract, that 
they are seldom read through, and even 
less seldom understood. Without ques- 
tioning the justification or necessity of 
such materials as sources of detailed in- 
formation, it can be stated with con- 
fidence that they generally lack the qual- 
ities necessary for effective communica- 
tion under the conditions ;—that is, they 
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While ratio varies with pay, time, etc., 
company always puts in more than employee. 


When you retire you 
can open 3 banks... 





Pension plan presented as one of three 
means of building personal security. 


Emphasis: Long participation in plan — not 
just long employment — brings maximum 
security. 


Large company contributions for past service 
benefits have been funded and paid in. 


are not an appropriate method for com- 
municating with large numbers of in- 
dustrial employees. (There are honor- 
able exceptions to this observation. 
Some booklets have been farmed out to 
specialists who produced handsome, pro- 
fusely illustrated publications—some- 
times containing extensive histories of 
the company and information not direct- 
ly connected with the pension plan). 









Annuity departments of many insur- 
ance companies also provide an informa- 
tional service in the initial instance, to 
secure sufficient employee participation 
to inaugurate the contract. In some cases 
special group visualizations are prepared 
—usually easels with charts, or slides. 
Insurance company representatives “pre- 
sent” the plan to groups of employees, 
primarily to obtain signatures. 


Participation Runs High 


Initial participation by eligible em- 
ployees is sometimes high—occasionally 
even over 99%. There is, however, 
another element in the situation that 
must be taken into account, namely, 
that communication phenomenon—the 
“grape-vine.” In many instances it is 
the repercussion of some form of intra- 
employee group leadership—often stem- 
ming from a union. The stamp of ap- 
proval from such a source can of course 
account for overwhelming employee par- 
ticipation, without the necessity for 
crediting the “official” presentation with 
any effect whatever. This consideration 
should not be overlooked. 


Once the pension plan is in effect, the 
insurance company usually becomes less 
directly active in the communication 
situation and the company’s employee 
relations department takes over. Very 
few have proceeded to emphasize the 
communication program here, however, 
beyond informing eligible employees. 
One is Standard Oil of N. J., with a 


largely diagramatic film. 
Acceptance Varies 


There is still another factor well 
worth considering that affects employee 
attitude toward pension plans, and that 
is the local environmental attitude 
toward savings and other provision for 
the future generally, as well as the pro- 
vident attitude of the individual. Some 
areas of the country accept saving as a 
desirable and usual practice far more 
than others. Savings accounts, invest- 
ment in building and loan societies and 
securities, and the purchase of insurance 
and annuities are thus far more pre- 
valent and characteristic in some areas 
than in others. 


Inauguration of a pension plan in a 
community where savings are estab- 
lished practice is bound to meet with 
greater understanding and appreciation 
than in a community where there is 
comparatively little spontaneous saving. 
In the latter case some basic information 
and attitude formation may be in order. 
“Selling” the principle of savings for 
future retirement is then, perhaps, an 
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essential element in the communication 
program, along with explaining the na- 
ture of annuities. 

The author was recently associated 
with an interesting development in 
which several of the above considera- 
tions induced top management to author- 
ize the procurement of special elements 
of a tailored communication program to 
secure maximum benefits in employee 
attitude, from an already inaugurated 
pension plan. Since the results have at- 
tracted favorable attention of many ex- 
perts in the field, the circumstances are 
outlined herewith. 


Film Strip Used 


The Company was Dan River Mills, 
Inc., operating cotton mills with approx- 
imately 14,000 employees at Danville, 
Va. A pension plan had been inaugurat- 
ed by the company in early 1948, and 
99.2% of the eligible employees had 
signed up. (To be eligible, an employee 
had to be over 30, and also had to have 
5 years continuous employment with the 
company). The company’s consultants in 
employee and community relations, 
(Fred Rudge, Inc.) saw the opportunity 
to improve the occasion substantially by 
a carefully planned communication pro- 
gram, which included the preparation of 
a special booklet and various other cor- 
ordinated procedures. A major feature 
of this program was the preparation of 
an audiovisual presentation in the form 
of a sound-film strip. For the script, di- 
rection and contract production of this 
presentation, the author was invited to 
assume responsibility. 

This comparatively inexpensive pro- 
duction is carefully designed to have 
maximum acceptability to and compre- 
hensibility for the intended audience, in 
language and concepts that fit the daily 
experiences of employees in plant and 
home. Their tastes, habits, and cultural 
characteristics were studiously taken in- 
to account, especially in connection with 
the choice and manipulation of illustra- 
tion, graphic symbols, and the style of 
visualization generally. 


The presentation lasts 22 minutes, and 
incorporates almost 70 illustrations in 
color. A few are reproduced here (in 
black and white) to suggest the nature 
of the treatment of some of the salient 
points. The sound track, with which the 
illustrations are very carefully integrat- 
ed, may be outlined as follows: 


Initial emphasis on personal signi- 
ficance is enhanced by the title, “YOUR 
FUTURE SECURITY.” and the subtitle, 
“What the Dan River Retirement Plan 
Means to You”—both supported by il- 
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lustrations. The two themes are then 
linked with the well-established indus- 
trial-relations slogan of the company, 
“Continued Security Through Constant 
Progress”—The point is made that the 
progress of the company has made possi- 
ble this improvement to employee se- 
curity. 

A picture of the home office of the in- 
surance company emphasizes the size 
and strength of the underwriter of the 
Plan. This provides a basis for recogni- 
tion of the insurer’s “character,” which 
appears in several illustrations. 


The next frames introduce the new 
booklet about the plan and emphasize 
its simplicity and reference value. This 
is followed by a carefully planned se- 
quence about savings and thrift, and 
provision for old age. The Social Se- 
curity program is adduced as govern- 
ment recognition of the principle of old 
age security, and the provisions are 
briefly explained, with adequate refer- 
ence to employer contribution. This and 
employee contribution—1% each—pro- 
vide a useful yardstick for evaluation of 
the company program. The company de- 
sire to supplement the government pro- 
gram is emphasized, along with the fact 
of careful management study to develop 
a suitable plan. Initial acceptance by 
99.2% of those eligible is also shown. 


The above foundation having been 
laid, the presentation suggests the char- 
acter of the plan with stress on employee 
benefits and company contribution. 
The overall picture is then discussed: re- 
tirement on personal savings, plus Social 
Security, plus Company Retirement 
Benefits. Advantages of long-term em- 
ployment and early participation in plan 
are graphically illustrated. 


This leads naturally to “How much do 
you put in?” “How much does Company 
contribute?” and “How much do you 
get when you retire?” The principles 
governing the answers to these questions 
are illustrated, and the tables in the 
booklet which provide the detailed 
answers to these questions are illustrat- 
ed, and the tables in the booklet which 
provide the detailed answers are intro- 
duced and explained. 


Company Contribution Shown 


Here important emphasis is placed up- 
on the provision for older workers for 
past services benefits. (9(41) ) The pay- 
ment of about $3,500,000 by the com- 
pany to the insurer for this purpose is 
illustrated. The supervisors are designat- 
ed as the source of information as to 
each individual’s past service benefits. 








Then follow details of eligibility for 
plan, and special veteran benefits. The 
specifically informative functions having 
been pretty well completed at this point, 
the remainder of the presentation is 
mainly “psychological” in character: 
joint (company- 

contribution to 


(a) emphasis on 
plus-employee ) 
retirement 

(b) complete availability of informa- 

tion: now, simple booklet; previ- 

ous “official” booklet; supervisor. 

Point has been made previously 

that any employee may examine 

copy of actual contract 


(c) the Retirement Plan as company 
progress, in terms of employee 
security 

(d) Company progress in terms fa- 

miliar to most employees: manu- 

facture 

(e) Company progress, in terms un- 
familiar to most employees: ad- 
vertising, marketing and selling, 
styling and designing, etc. 

(f) Employee contributions to pro- 
gress in terms of increased pro- 
duction, lower costs and quality. 


It should be emphasized that the pre- 
sentation was designed as a whole, for 
specific informational and attitude con- 
ditioning effect on a designated em- 
ployee body in an identified situation. 
The actual effect of the presentation can 
be judged fairly only by seeing it all as 
a whole, as it was designed to be seen, 
and by understanding the conditions 
under which it was intended to be utiliz- 
ed. The few black-and-white illustrations 
provided herewith are only slightly sug- 
gestive of the full-color projected im- 
ages; and the synopsis herewith cannot 
adequately convey the effect of the full, 
integrated presentation. 


Supervisors Briefed 

The producer’s services to the com- 
pany even included detailed advice on 
presentation in the intended auditorium 
to groups of 75. Department heads and 
Supervisors, of course, were to be 
shown the presentation first, both as a 
matter of good communication and 
human relations policy, and to prepare 
them for their informational functions 
under the program. Subsequent show- 
ings were for eligible employees, with 
answering of questions, and distribution 
of booklets; showing to other employees 
followed. It was further recommended 
that the presentation be incorporated in 
the induction procedure for new em- 
ployees, so they may become fully aware 


(Continued on page 510) 
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N order for a trust to qualify for the 

estate tax marital deduction, the wife 
must be given a general power to ap- 
point either during her lifetime or by 
her will. The Senate Finance Committee 
Report on the Revenue Revision Bill of 
1948 shows that the requirement that 
the wife be given a general power of ap- 
pointment was inserted in the law so 
that sooner or later after the husband’s 
death the value of the corpus of the 
marital trust, if not consumed by the 
wife, would become subject either to the 
gift tax or to the estate tax when she 
died. 

Suppose in addition to giving the wife 
the usual general testamentary power, 
the husband’s will gives her the power 
to appoint to their children while she 
is still alive. What would the tax con- 
sequences be? 


A Loophole? 


The corpus of the marital trust would 
not be taxed as part of the husband’s 
estate because it would qualify for the 
marital deduction. And whaiever corpus 
the children would receive as a result of 
the wife’s exercise of her living power 
would not be taxable as part of her 
estate, unless she were held to have ex- 
ercised that power in contemplation of 


death. 


Moveover, at first blush, it would ap- 
pear that the corpus, as to which the 
wife exercised her living power, would 
reach the children free of gift tax be- 
cause of Sec. 1000 (c) (1) of the Code. 
This section provides, in substance, that 
the exercise of a power to appoint with- 
in a class which does not include any 
persons other than the descendants of 
the person creating the power (and cer- 
tain other persons with whom we are 
not here concerned) shall not be deem- 
ed a gift for gift tax purposes. (This 
type of exempt power will hereafter be 
referred to as the familial power). 


However, this first blush view over- 
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Will Combination of Powers 


Defeat Marital Deduction? 


ALBERT MANNHEIMER and HENRY L. WHEELER, JR. 


Members of the New York Bar 


looks the fact that the widow’s act of 
exercising the familial power would 
have a double aspect. It would be not 
only an exercise of her familial power, 
but also a release of her general testa- 
mentary power. The law provides that 
the gratuitous release of any general 
power shall be deemed a taxable gift. 
Hence, there would be a gift tax. But the 
question remains whether this gift tax 
would plug the loophole or merely re- 
duce its size. 


Tax on What? 


Suppose the wife at the age of 55 ex- 
exercises her familial power in favor of 
her children to the extent of $50,000. On 
what amount would the gift tax be com- 
puted — $50,000, or the value of the 
corpus less the value of the wife’s life 
estate, i.e., $28,000? Bearing in mind 
that the exercise of the familial power as 
such is exempt and that it is only the 
release of the general testamentary 
power that would be subject to gift tax, 
we believe that the gift tax would be 
levied on the smaller amount,! and that 
the difference of $22,000—representing 
the value of the wife’s life estate — 
would under existing law reach the chil- 
dren free of both estate and gift taxes. 


Manifestly, if confronted with this 
situation, the government might be 
tempted to argue that since the wife 
possessed not only two powers of ap- 
pointment, but also the right to all the 
income, she should for gift tax purposes 
be regarded as the absolute owner. 

However, this argument has _ been 
made before without success. There are 
both gift tax and estate tax cases which 
hold that, in the absence of express 
statutory sanction, a beneficiary’s pos- 
session of powers of appointment, how- 
soever broad, cannot be regarded as the 
equivalent of ownership.” What is more, 
to argue that a beneficiary who holds a 


1See Goodwin v. McGowan, 47 F. Supp. 798 and 
cases cited therein; Howze v. Comm., 2 T. C. 1254; 
and Rheinstrom v. Comm., 105 F. (2d) 642. 








familial power should be regarded as 
the owner of the corpus for gift tax pur- 
poses, would fly directly in the teeth of 
the Code which makes it plain that the 
familial power should remain exempt, 
even though the individual possessing 
the power has a beneficial interest in the 
corpus. Sec. 1000 (c) accords exemption 
to two different kinds of powers, (1) the 
familial power, and (2) the restricted 
non-familial power. In the case of a 
restricted non-familial power, the Code 
very carefully points out that the ex- 
emption will be lost if the donee of the 
power has any interest whatsoever in the 
trust. On the other hand, no such con- 
dition is imposed with reference to the 
familial power and, as often as not, the 
donees of familial powers possess sub- 
stantial interests in the trust. 


Pro and Con 


In an article in the June issue of 
TRusTs AND EstaTEs, Joseph Trachtman 
says that the argument made above to 
the effect that the tax should be levied 
only on the reduced value “is more in- 
triguing than sound... ” . In his 
recently published Practicing Law In- 
stitute monograph, “Estate Planning” 
(1949 edition), Mr. Trachtman states 
as his reason for this view that “the 
realistic way to look at it is that the 
son receives $50,000 immediately, not 
a remainder interest in $50,000.” 


This overlooks the fact that the tax is 
not measured by what the donee receives 
immediately — nor even by what the 
donee receives at any time. “ .. . the gift 
tax is imposed upon the transfer by the 
donor, not upon the receipt by the 
donees.”* What is more, the tax on the 
transfer may be based upon only part of 
the value of the transferred property. 





*See Comm. v. Walston, 168 F. (2d) 211. The 
Commissioner apparently recognizes the soundness 
of this case. See Special Ruling of Deputy Commis- 
sion, Oct. 4, 1944, in which it is stated that the 
exercise of a limited familial power by a trustee, 
who has a contingent remainder interest, is not 
taxable as a gift of that interest. 
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Thus, a donee could receive $30,000— 
and could receive it immediately—with- 
out any tax being imposed. On the other 
hand, the donee could receive nothing 
immediately as in the case of a gift of a 
contingent interest where the condition 
fails, and yet in both cases a tax would 


. be imposed. 


Viewed realistically, the son in our 
hypothetical case gets the $50,000 im- 
mediately, not as a result of the release 
of the remainder interest, but by virtue 
of the wife’s exercising a power of ap- 
pointment which the statute says shall 
be exempt from gift tax. 


No Danger of Losing Deduction 


In the aforementioned article in T&E, 
Mr. Trachtman also expresses the view 
that granting the wife the inter vivos 
familial power may jeopardize the whole 
marital deduction. Here, again, his 
views are elaborated in his “Estate Plan- 
ning” monograph. 


Mr. Trachtman’s fear is based on two 
grounds. One is that as a result of giv- 
ing the wife the inter vivos familial 
power, the general testamentary power 
may not be exercisable in all events. We 
think this fear is groundless. The re- 
quirement that the power be “exercis- 
able” in all events means merely that 
the wife shall have the right to exercise 
the power if she sees fit to do so. Giving 
the wife an additional power does not 
impinge on her right to exercise the 
general testamentary power. The exer- 
cise of the additional inter vivos power 
would amount to an election by the 
wife not to exercise her testamentary 
power, just as a relinquishment of the 
testamentary power by the wife would 
constitute such an election. Certainly 
the fact that the wife in one way or 
another sees fit to give up or not to ex- 
ercise her testamentary power does not 
deprive the husband’s estate of the 
marital deduction. 


From the standpoint of the “exercis- 
able in all events” requirement, there is 
no difference between a taxable inter 
vivos power and a non-taxable one. Ac- 
cordingly, if Mr. Trachtman were 
sound in his view that the existence of 
the familial power would result in the 
denial of the marital deduction, because 
the general testamentary power would 
not then been exercisable in all events, 
then the existence of the taxable inter 
vivos power suggested by Mr. Tracht- 
man would have precisely the same 
effect. It should also be noted that Mr. 
Trachtman concedes that the Senate Re- 





*Higgins v. Comm., 129 F. (2d) 238, at page 242. 
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port “indicates that such combinations 
of powers should not forfeit the marital 
deduction, i.e., that the requisite testa- 
mentary power would still be regarded 
as exercisable ‘in all events.’ ”* 


Second Tax Not Required 


The other ground relied on by Mr. 
Trachtman to show that the marital de- 
duction is jeopardized is derived from 
the Senate Finance Committee Report 
indicating the Committee’s intention 
that property interests which qualify for 
the marital deduction should later be 
subject to gift or estate tax if not con- 
sumed.° Since, apart from consuming 
the property, there are other means of 
escaping or reducing subsequent tax — 
such as investing in foreign real estate, 
or the wife being or becoming a non- 
resident alien, or the making of gifts 
within the annual exclusion of $3,000 
or the specific exemption of $30,000 or 
the combination of powers which we are 
here discussing — the Senate Finance 
Committee Report must be regarded 
merely as a general statement of inten- 
tion to create equality between spouses 
in community property states and 
spouses in common law states. 


In any case, whatever the Finance 
Committee may have intended, there is 
nothing in the language of Sec. 812(e) 
(1) (F) requiring as one ‘of the condi- 
tions to obtaining the marital deduction 
that the property be subject to subse- 
quent gift or estate tax. As pointed out 
by the Supreme Court in Helvering v. 
City Bank Farmers Trust Co.® 


*June 1949, TRUSTS AND ESTATES 395. 

5Page 16, S. R., S. F. C. 

°296 U. S. 85, at page 89. To the same effect, see 
Helvering v. Cannon Valley Milling Co., 129 F. 
(2d) 642, at page 645, and 1 Mertens Sec. 3.29 at 
page 118. 





“We are not at liberty to construe 
language so plain as to need no construc- 
tion, or to refer to Committee reports 
where there can be no doubt of the mean- 
ing of the words used.” 


Gregory Doctrine Inapplicable 


We have not overlooked the argument 
that literal compliance with the condi- 
tions laid down for the qualification of 
marital trusts standing alone might not 
prove enough, at least in a case where 
the attempt to avoid taxes altogether was 
obvious — that in such a case, at least, 
the rationale of the Gregory case’ might 
be applicable. We are confident, how- 
ever, that the Gregory doctrine could not 
be invoked successfully. 


In United States v. Cummins Distill- 
eries Corp., 166 F. (2d) 17, the Court 
said, at pages 20 and 21: 


“Tt has been held from an early date that 
a taxpayer has the legal right to decrease 
the amount of what otherwise would be 
his taxes or altogether avoid them by 
means which the law permits . . . If this 
doctrine is now to be rejected because of 
the needs of the Treasury or for other 
reasons,,it may not be inappropriate to say 
that its rejection must be directed by the 
Congress or ultimate judicial authority. 
Otherwise it must be applied. 


“From the circumstances relied upon by 
the appellant, it may perhaps be assumed 
that the manner of the company’s liquida- 
tion was motivated by a purpose to avoid 
taxtation. This we need not decide, for 
granted such purpose, it alone is ‘not 
enough to sustain the government’s claim. 
As was said by Judge Learned Hand in 
Chisholm v. Comm.: ‘The question always 
is whether the transaction under scrutiny 
is in fact what it appears to be in form... 
the purpose which counts is one which 
defeats or contradicts the apparent trans- 
action, not the purpose to escape taxation, 
... So when in Gregory v. Helvering, a 


"Gregory v. Helvering, 293 U. S. 465. 





Trust Majors at Graduate School of Banking’s recent resident session, with faculty members 
Gilbert T. Stephenson and Prof. Austin W. Scott in the center foreground. 
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corporation was organized with a purpose 
merely to draft papers rather than one to 
create an active corporate entity, the 
court looked through the form to the real- 
ity of the transaction. The government may 
look upon actualities, and upon determin- 
ing that the form employed is unreal may 
disregard the effect of the fiction upon tax 
liability.” 

The foregoing shows that the Gregory 
case could not be applied in our hypo- 
thetical case because here the transaction 
in effect is just what it appears to be in 
form. The widow actually receives the 
familial power. There is no chasm be- 
tween form and reality. What is more, 
no tax consequences set in at all unless 
and until the widow exercises the fa- 
milial power. 

If we are right in our view that there 
is no danger of losing the marital de- 
duction by inclusion of the inter vivos 
familial power, then certainly the class 
of those to whom the widow might ap- 
point during her lifetime should not be 
enlarged for the sole purpose of strip- 
ping the power of its exemption, as sug- 
gested by Mr. Trachtman. There is no 
“authority for the proposition that the 
method resulting in most tax must be 
selected in preference to another, other- 
wise proper and permissible, which 
would result in less tax. The law is to 
the contrary.”* 


Regulations Do Not Support View 


Mr. Trachtman refers to two parts of 
the regulations to show that the Commis- 
sioner will seek to deny the marital de- 
duction unless the property passing to 
the wife will be subject to tax in her 
estate (Sec. 81.47a-(a); Sec. 81.47a- 
(b) (2) ). 

The relevant portion of Section 81.47 
a-(a) provides that where husband and 
wife die in a common disaster, and the 
order of deaths cannot be established by 
proof, a presumption that decedent was 
survived by his spouse will be recogniz- 
ed “only to the extent that it has the ef- 
fect of giving to such spouse an interest 
in property includible in her gross 
estate under Section 811.” The regula- 
tion then goes on to provide that the 
marital deduction will not be allowed 
in the decedent’s estate unless and until 
it is finally determined that the property 
interest is actually includible in the 
spouse’s gross estate. In other words, 
where the husband and wife have died 
at substantially the same time and the 
ores estate avoids taxation on the 
basis of a presumption that the wife 
survived, the regulations make it plain 
that the wife’s estate will be bound by 


SAcampo Winery & Distilleries, Inc. v. Comm., 


7 T. C. 629, at page 636. 
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the same presumption so that the proper- 
ty does not escape tax in both estates. 


Section 81.47a-(b)(2) defines the 
phrase “passed from the decedent to his 
surviving spouse.” The provision therein 
referred to by Mr. Trachtman says that 
interests distributable to the wife’s 
estate shall be considered as having pass- 
ed from the husband to the wife only if 
such interests would be includible in her 
gross estate under Section 811 (a). 

Mr. Trachtman himself is at a loss to 
explain why this provision was con- 
sidered necessary. He suggests the pos- 
sibility that it was inserted in the regu- 
lations out of fear that under certain 
circumstances a remainder interest io 
the wife’s estate after a life estate to the 
wife might be construed under local law 
to give the wife only a life estate, which 
would be a non-deductible ierminable 
interest. (Footnote 8 of the aforemen- 
tioned article in Trusts AND ESTATES; 
pages 18-19 of the aforementioned mono- 
graph, “Estate Planning”). In any event, 
the provision of the regulations in ques- 
tion is limited to remainder interests 
passing to the wife’s estate, and power 
of appointment trusts are excluded. 
Power of appointment trusts are covered 
in Section 81.47a-(c) and that subdi- 
vision of the regulations makes it plain 
that all that is necessary for qualifica- 
tion is compliance with the five statutory 
requirements. 


“Deduction”, “Exclusion”, 
° 
“Exemption” 


Mr. Trachtman concedes that “the 
marital deduction can be had even if 
unconsumed property will not be taxed 
for gift tax or estate tax...” . He 
cites, as examples, appointment to a 
charity or to a new spouse, but explains 
that “in such cases the uncorisumed 
property is ‘subject’ to gift tax or estate 
tax and escapes those taxes only by way 
of ‘deductions.’”® But what of those 
cases referred to above where the prop- 
erty escapes tax because the wife invests 
in foreign real estate or is a non- 
resident alien, or because of the gift tax 
“exclusion” or exemption”? 

We fail to perceive any basis for dis- 
tinction dependent upon whether the 
property escapes subsequent tax because 
of a “deduction”, an “exemption”, or an 
“exclusion”. As a matter of fact, in our 
hypothetical case of the combined pow- 
ers of appointment, just as in the case 
of Mr. Trachtman’s “deductions”, the 
property is “subject” to tax when the 
husband dies. It is only if and when his 
wife sees fit to exercise her inter vivos 


*Practicing Law Institute Monograph, “Estate 
Planning” (1949 edition), page 129. 


familial power that the property escapes 
taxation in part by virtue of the exemp- 
tion provided by Section 1000(c). 


Mr. Trachtman himself, in discussing 
the theory on which the marital deduc- 
tion is granted, recognizes that it does 
not depend on whether the property in- 
terests will or will not later be subjected 
to gift or estate tax. His words are: 

“The Code does not grant or deny the 
marital deduction merely because the prop- 
erty will or will not be taxed for estate tax 
in the estate of the surviving spouse or 
taxed for gift tax if the surviving spouse 
donates it.”10 

And in a footnote, by way of illustration, 
he cites the case of a husband buying a 
joint and survivorship annuity, and 
points out that the survivorship interest 
qualifies for the marital deduction 
though nothing remains for taxation in 
the widow’s estate. 


Conclusion 


We do not wish to be understood as 
advising the use of the aforedescribed 
combination of powers merely in the 
hope of saving taxes. To the contrary, 
we believe that the paramount duty of 
those advising a testator should be to 
help him achieve a sound testamentary 
disposition of his property and that tax 
savings should be subordinated to that 
purpose. 

Not infrequently, however, it will be 
found that the combination of powers 
under discussion will best carry out the 
testator’s wishes and will be part of the 
soundest plan which can be devised to 
fit his case. Suppose that the wife is 
independently wealthy, or is more than 
amply protected by the marital trust, 
or by trusts created for her by her par- 
ents, or‘ by annuities, or by insurance 
options, and that the children are so 
situated that they may need financial 
help. And suppose that for one reason 
or another the husband is reluctant to 
make an outright bequest to the wife or 
to give her an absolute power of dis- 
position during her life. What, in such 
circumstances, would be more natural 
and desirable than to place the wife, 
while she is still alive, in a position to 
make gifts to the children — and only 
the children? 


It is our view that in such circum- 
stances the aforedescribed combination 
of powers should be used and that under 
the present law there is no occasion for 
fearing that their use will prevent a 
trust from qualifying for the marital 
deduction in the husband’s estate. 


“Estate Planning,” page 13. 
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Treasury Reports Income 
Figures 


Individual income tax returns filed 
for the income year 1946 numbered 
52,816,547, an increase of 5.7% over 
the previous year, according to the 
recently released Preliminary Report on 
Statistics of Income for 1946. Of the 
total, 37,915,696 were taxable returns, a 
decline of 11.1%, but total adjusted 
gross income rose 11.7% to $134,330,- 
006.000. Tax liability was $16,075,913,- 
000, a drop of 5.7%. 

Gross income of $5,000 or more was 
shown on 3,272,138 taxable returns, 
6.2% of the total number and an in- 
crease of 631.811 over 1945. 


There were 121,725 taxable fiduciary 
returns showing a total income of $1,- 
065,765,000 and tax liability of $205,- 
457,000. The respective increases over 
the prior year were 7.2%, 24.40 and 
17%. 

Income from estates and trusts aggre- 
gated $1,107,663,000, of which $903,- 
873,000 came from returns with adjust- 
ed gross income of $5,000 or over. Tax- 
able returns showing such income num- 
bered 302.526, while non-taxable re- 
turns were 26,079. 

The various tables in the report reveal 
that in 1929 there were 1,017,255 in- 
dividual and taxable fiduciary returns 
with income from $5,000 to $100,000. 
Out of the total number of returns of 
4,136,872, incomes under $5,000 ac- 
counted for 3,104,801. In 1946, there 
were 3,261,357 incomes between $5,000 
and $100,000 out of the total number 
of 52,816.547 returns. All but 10,781 
of the rest were under $5,000. 


A a & 
Common Trust Fund Survey 


A survey conducted by Guy Faulk, 
Jr., trust officer of Merchants National 
Bank of Mobile, reveals that of the 36 
contacted institutions maintaining com- 
mon trust funds, 25 are given unrestrict- 
ed discretion in the investment of the 
fund while nine are not, two are answer- 
ing this question. Of these funds, 28 are 
classified as funds for general invest- 
ment, with the remainder designated 
funds for the investment of small ac- 
counts. In only one fund is amortization 
of bond premiums required. All but 
four funds are operated on an accrual 
basis, with one on a cash basis and the 
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other three a combination. Admissions 
and withdrawals are permitted quarter- 
ly in 28 cases and monthly in eight. 
Again, all but four are operated on a 
fiscal year basis. 


Independent auditors are used for 24 
of the funds, with three banks reporting 
that their fees are not charged to the 
common trust fund. The most popular 
unit of participation was $10, with 23 
institutions favoring that figure. Next 
came $100 with 10 advocates, while 


$1.00 had two proponents and $25 had: 


one. 

Only two banks stated that mortgages 
are purchased for their funds. Seven re- 
ported that they do not invest portions 
of trusts exceeding $50,000 in the com- 
mon fund. All but two unanswering 
banks reported that they value Series G 
bonds at par rather than redemption 
value, at periodic valuation dates. 

Four trustees answered that they had 
encountered legal problems of such im- 
portance as to initiate court proceed- 
ings. (These apparently in New York, 
where questions of notice on accountings 
and other administrative problems have 
since been settled.) 

Only six stated that separate account- 
ings are rendered to the court, and this 
is required by state law. Thus far, 22 
institutions advised that they had en- 
countered no criticism of the common 
trust fund, while nine reported “very 
little” objections. 


A A A 


Coast Banking School 


The Pacific Coast Banking School 
will be held at the University of Wash- 
ington in Seattle from August 28 to 
September 2. Trust functions and bank 
public relations are feature of the third 
year course at the School which is spon- 
sored by the bankers associations of 
California, Idaho, Montana, Nevada, 
Oregon and Washington. 


A AA 


Bank-Trust Earnings 


Gross earnings of $145 million in 
1948, reported by New England member 
banks, surpassed the peak reached in 
1947 by about five percent. Trust de- 
partment income increased to 14% of 
the total earnings in Boston banks and to 
only 3% for outside banks. 
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Trustmen Meet With 
Supervisors 


Joint conferences of trustmen and 
supervisory officials will be held in each 
of the 12 Federal Reserve Districts, be- 
ginning in Boston on September 27, ac- 
cording to an announcement by James 
W. Allison, chairman of the A.B.A. 
Trust Division group on Relations with 
Supervisory Authorities, and vice presi- 
dent of Equitable Trust Co., Wilming- 
ton, Del. The purpose of these confer- 
ences is to discuss methods of improv- 
ing trust administration and supervision. 


Dates for the subsequent meetings are 
as follows: New York, Oct. 4: Philadel- 
phia, Nov. 18; Cleveland, Nov. 29; 
Richmond, Dec. 9; Atlanta. Jan. 20; 
Chicago, Jan. 24; St. Louis, Mar. 9; 
Minneapolis, Mar. 23; Kansas City, 
Apr. 3; Dallas, Apr. 28; San Francisco, 
May 15. 
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Coast Tax Institute 


The School of Law of the University 
of Southern California will hold its 
Second Annual Institute on Federal Tax- 
ation on October 19, 20 and 21. This 
year’s Institute will be modeled after 
last year’s highly successful Institute 
which attracted 400 attorneys, account- 
ants, trust officers, life insurance under- 
writers and corporation executives work- 
ing in the field of federal taxation. 


This year’s Institute will deal with the 
practical tax problems encountered in 
drafting legal documents, with emphasis 
on community property in Western 
States and in business planning. Entire 
morning and afternoon sessions will be 
devoted to a single general topic such as 
the formation, operation and dissolu- 
tion of a partnership or corporation, the 
drafting of wills and testamentary trusts 
and the probate of an estate. One sub- 
stantial change in this year’s Institute, in 
response to popular demand, will be a 
special evening question period at which 
speakers of the day will answer ques- 
tions. The questions and answers will 
not be published in the proceedings. 


Further information about the Insti- 
tute can be obtained from Prof. John W. 
Ervin, 3660 University Ave.,. Los 
Angeles 7. 


(Continued on page 510) 





MERICA is full of successful family- 
owned manufacturing companies 
which have built up large fortunes. But 
such businesses are often vulnerable, 
especially in the second or third gener- 
ation, because the all-important manage- 
ment problem has not been satisfactorily 
solved. 


Should Business Be Sold? 


When the principal owner of a family 
concern dies, the company often repre- 
sents so large a portion. of the estate’s 
total assets that it appears advisable to 
the executors or trustees, and to the 
heirs, to diversify by disposing of all 
or part of the ownership. Or the family’s 
interest in the company has to be sold 
to provide cash for inheritance taxes, 
if no provision has been set up through 
insurance or reserves. So: the disposal 
is made, perhaps in a forced sale, at a 
time which is disadvantageous, since 
the firm has just lost its leader, or has 
been slipping for several years due to 
his failing health and loss of driving 
power. 


When someone suggests selling out the 
business, it often looks attractive, be- 
cause of the sizable pot of cash that will 
be obtained. But unless a very good of- 
fer is available, or unless there are un- 
usually good opportunities for re-invest- 
ment of the proceeds at high yield, then 
the owners are out of the frying pan 
into the fire. It hardly makes sense to 
sell a successful business that has been 
providing a total return of 10 to 15 per 
cent or better on the investment repre- 
sented, and might be made to earn more, 
and then to re-invest, with the yield on 
dividend-paying common stocks aver- 
aging around 8 per cent, and on gilt- 
edge bonds less than 3 per cent. 


Naturally it “eliminates worry” to be 
free of the active management of a bus- 
iness enterprise. But selecting and man- 
aging a sizable portfolio of diversified 
securities, to provide a good yield while 
preserving safety, is no sinecure. The 
owner only substitutes one kind of worry 
for another with which he may be less 
able to cope. The only way to eliminate 
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THE FAMILY BUSINESS 


CONTINUING PROFIT DEPENDS 
SPECIAL MANAGEMENT PROBLEMS 


By MALCOLM McGHIE 
Industrial Consultant, New York City 


worry altogether is to invest in the high- 
est grade bonds and accept a return of 
less than 3 per cent. It is often better 
to work hard on the old investment with 
the aim of continued return and finally 


-a higher profit. 


Many companies that pass to heirs 
are disposed of at much less favorable 
prices than should have been obtained, 
or are sold when they should be retained 
and built up. In this event, the estate 
suffers a serious loss of capital which 
may never be recovered elsewhere, 
whereas the shrinkage might have been 
avoided if the concern had been re- 
established with a new lease on life, and 
operated under the right kind of man- 
agement, for a year or two before it 
was offered for sale. One of the coun- 
try’s lucrative occupations is the buying 
of family businesses from heirs, execu- 
tors, or trustees who do not realize their 
value, or who do not have the time or 
specialized knowledge to manage them 
profitably, and then rebuilding them un- 
der new and expert management, or re- 
selling them at a good profit. 


Course of the Family Business 


A familiar pattern. in American in- 
dustry is this: 


Business started by a young man 
with an idea 


Developed through brilliance and 
drive to considerable size and earn- 
ing power 

Inherited by his son or sons 

Carried on in a successful but per- 


haps less brilliant manner until the 
sons die 


Inherited again, by which time 
ownership may be dissipated among 
numerous relatives . . . and the bus- 
iness and its resultant wealth may 
largely be taken for granted. 


Managed for a few years by the 
person or persons in the family group 
who are apparently best qualified. 


Finally sold at a fraction of its 
real worth, either to another corpora- 
tion for consolidation or merger, or 








ON SOLUTION OF 






to people who appreciate its possibil- 

ities and buy it for re-sale. 

In many companies a splendid man- 
agement job has been done by heirs. 
But in other companies, in the foregoing 
evolutionary process, the business may 
be: 

Inherited by people who live in 
remote parts of the country, or out- 
side the country, resulting in absentee 
ownership. 

Placed under the direction of exe- 
cutors or trustees under the founder’s 
will, who may have no experience 
with manufacturing. 

Taken under the wing of business 
men who already have demanding 
and important jobs, but are relatives 
or friends and run the family business 
on the side. 

Left to a small group of family 
stockholders, none of whom has the 
necessary experience or aptitude for 
managing a business. 

Run by widows who have spent all 
their lives in activities remote from 
the business world. 

Turned over to young men fresh 
out of college, who definitely want to 
manage the business, but have no in- 
dustrial experience. 

Left to sons who prefer to do some- 
thing else, such as medicine, writing, 
or teaching, but find themselves stuck 
in the family business. 

Left to a daughter who obviously 
cannot step into the top management, 
which is therefore taken over by a 
son-in-law who happens to be the 
only man available in the family but 
may not have adequate experience. 


Value of Non-Family Management 


If no one among the heirs wants 
to manage the business, or is equipped 
to manage it as profitably as the man 
who built it, then qualified non-family 
management can be of great benefit. It 
can assist the new owners in recasting 
the business as they want. It can oper- 
ate the business for them, or advise the 
person whom they appoint. 

Such management can be obtained by 
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hiring a single individual experienced in 
administering an industrial operation, 
who may have little or no financial in- 
terest in the business, but is well com- 
pensated, Or, it can be obtained by en- 
gaging an experienced professional man- 
ager or managers on a retainer basis. 


Unless good fortune has put an 
heir or executor in the management 
saddle who is really qualified by ex- 
perience gained elsewhere, or by special 
education and training, an inherited 
company is almost certain to benefit 
from some degree of qualified non- 
family help. In fact, it is often pos- 
sible to set up non-family management 
with a stronger incentive to do the 
big job, and with more effective con- 
trol by the ownership group, than can 
be done with individual members of a 
family, especially if there are family 
complications, jealousies, or dissension. 


Widows and family owners who have 
inherited a business think they have to 
run it themselves to “protect the family 
interest,” which means, to put it bluntly, 
that they are afraid anyone else brought 
in to run the business may try to take 
it away from them. This view is unwar- 
ranted. With good legal advice the own- 
ers’ interest can be amply and positively 
protected. 

Even while its founder is still alive, 
a manufacturing business can often bene- 
fit by the assistance of management tal- 
ent brought in from outside, particularly 
if the founder is a specialist. Very often 
such a company is started by a man of 
ambition and ability who is primarily a 
brilliant engineer or production man, or 
an outstanding salesman. But this does 
not mean that he is an equally brilliant 
administrator, or a realistic financial 
manager. His company might well grow 
faster and make more money if he turned 
over the general management (with ade- 
quate safeguards) to others trained in 
industrial management. He could then 
concentrate on the specialty that got the 
business started in the first place and is 
still the mainspring of its earning power. 


$20,000 Manpower for $7,000 


Suppose, for example, that the owner 
is now drawing $50,000 a year out of his 
business in combined salary and div- 
idends. How much will it cost him to 
bring in a competent general manager to 
work by his side, if he has to pay as 
much as $20,000 a year to get the calibre 
of man who can do the top administra- 
tive job properly and build up the bus- 
iness?' When considered on the after-tax 
basis, the answer is surprising. 


Operating the business alone, the own- 
ers net spendable income after Federal 
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personal income taxes is $35,865 assum- 
ing that he has a wife and two children, 
and that his wife has no separate in- 
come. 


Upon hiring his new general manager, 
his dividends are decreased not by 
$20,000 but by $12,400, after taking into 
account the reduction in the corporation 
income tax when the general manager’s 
salary is added to the deductible costs of 
the business. The owner’s direct revenue 
from the business is now $37,600, on 
which his personal income tax is $8,980, 
leaving him a net spendable income of 
$28,620. Thus the new administrator 
actually costs the owner $7,245 out of 
pocket. 


The foregoing calculation is based on 
Federal income taxes only, and is even 
more favorablé if state corporation and 
personal income taxes are also con- 
sidered. 


Compensating Non-Family 
Management 


When an individual manager or sev- 
eral key men are taken in to manage a 
family-owned business, a sound plan of 
compensation is of the greatest im- 
portance. They cannot be given large 
stockholdings without endangering the 
present owners’ basic purpose to retain 
ownership and control. Yet the man who 
can do the job will not stay unless he 
can build something solid for himself 
through superior performance. 


Compensation by salary alone is not 


generally satisfactory. From the owners’ 
point of view, it does not offer the man- 
ager inducement to do his best and stay 
with it. And from the manager’s point 
of view, it loses its driving force as 
soon as it gets above the point where 
his net income is $20,000 and the Gov- 
ernment takes more than half of any in- 
crease. 


Various forms of incentive compensa- 
tion can be used, and there is a compar- 
atively recent adaptation of the deferred 
compensation idea which has many ad- 
vantages for both parties. These execu- 
tive compensation plans involve many 
special considerations, from both the 
management and tax point of view, and 
it is well to consult a specialist. 


Planning for Future Management 


Accident, or sudden illness followed 
by death, often occur before the founder 
has worked out a long-term plan for 
continuing the business. If he is com- 
paratively young, say in his forties, he 
may not have realized the need, being 
completely absorbed in the dynamic job 
of building the business. But once a bus- 
iness is established on a sound basis, 
the long-term plan should be made for 
its future management and the protec- 
tion of the founder’s family interests, 
however young he may be. 

Suppose, for instance, the son will not 
have had enough experience to take over 
immediately. It will be important, in ad- 
vance, to set up sound steps in organiza- 
tion, that will give strong leadership to 
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the business while the son is learning, 
and at the same time provide a sufficient 
incentive to the man or men who will be 
guiding its affairs so that they will stay. 


If the interest of one of several found- 
ers has to be sold when he dies, to pro- 
vide cash for taxes, and if the surviving 
members are not in a position to buy 
it, the part interest may be bought by 
unwelcome outsiders, in which case seri- 
ous dissension may arise as to policy 
and plan, which in turn will hurt the 
business. Corporate insurance on the life 
of the top man, to provide funds to tide 
over the business, or permit surviving 
owners to purchase his interest, is often 
employed, and of course, costs less when 
taken out on the life of a young man. 


Again, suppose the founder runs his 
business as a one-man show. He has to 
do it when the business is small, and 
many successful men simply keep on 
doing it as the company grows. Thus, 
the founder is frequently the only man 
in the picture of genuine top manage- 
ment calibre. He may be assisted by 
good inside men who may have original- 
ly been hired as clerks but who do not 
have the training, mentality, or business 
acumen to do the big job. 

Such a situation, in addition to being 
a great strain on the leader, is danger- 
ous, because there is no one who can 
fill his shoes when he drops out. This 
should be anticipated by reorganizing 
the business departmentally with men 
of sufficient executive calibre. 


The owner’s death often throws the 
company into almost paralyzing con- 
fusion. Where no course of succession 
has been planned, there is likely to be 
delay and indecision whether to carry 
on the business, or to dispose of all or 
part of the ownership. This holds up im- 
portant moves in manufacturing, pro- 
curement, or sales that may mean a 
serious loss in earnings; key men may 
become uncertain about their future, and 
look around for other cc.nections. 


An Actual Case 


A retail lumber and building supply 
business started 56 years ago in an East- 
ern town, was carried on for many years 
by its founder, and continued by his son. 
This son died in December 1948, and 
the business is now offered for sale to 
raise cash for estate taxes. 

The son is survived by a widow, but 
no male heir to carry on the business. 
The employees, however, had been led 
to believe that it would somehow be 
turned over to them. But the son left no 
will. The Court first appointed the widow 
as administratrix, but her impartiality 
was challenged by another claimant, 
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and the Court has just appointed a bank 
as administrator. More vigorous efforts 
are now being made to find a buyer. The 
employees have entered a bid. 


Although every business, large or 
small, needs a properly constituted exe- 
cutive head, to set the goal, create the 
policies, and supply the driving force, 
this business has had none for eight 
critical months. It is now being run by 
the treasurer, sales manager, and yard 
manager, all of whom have been with 
the business for years, but have only 
small stock holdings. None of them has 
had the power to act decisively, or is 
really of top calibre. And since no one 
has known what would become of the 
business, the operations and morale have 
suffered from confused management. 


Could Make More Money 


This small business has a good reputa- 
tion and facilities, has made money for 
years, and paid its owner-manager a 
substantial salary. Without question it 
could make more money right along 
under vigorous management. Further- 
more, it did not have to be sold. There 
was adequate margin in the earnings 
for insurance premiums to have funded 
the inheritance tax requirement. With 
proper forethought, the business could 
have been (1) set up with a competent 
manager selected in advance to operate 
it for the widow, or (2) put into the 
hands of the employees with a workable 
plan for its future management 
either arrangement to go into effect im- 
mediately upon the owner’s death. 


This is an unfortunate time in which 
to be selling a building material bus- 
iness, with construction volume shrink- 
ing, and prices falling as inventory li- 
quidation takes places. Besides, eight 
months have been lost here while risk 
capital has been getting tighter. The ulti- 
mate solution may be remote from what 
the owner would have wanted, or from 
the best interest of those who have been 
largely tied up in this company. 

A man who has built up a successful 
business from nothing sometimes allows 
himself to believe that only he can run 
that particular business at a profit, and 
that when he is not there to keep his 
hand on the tiller it is not a safe place 
for his family’s money. Good managers 
are not plentiful, but they are not so 
rare as that, and such thinking has often 
led to relinquishing the family’s hold on 
a business that should have been kept. 

Moreover, the owners of a family bus- 
iness are sometimes too lenient in their 
demands upon the business as to profits 
and growth, and may not drive it hard 
enough or may let it lose its stand- 








ing in the trade. This happens partly 
because they may not need additional 
income, and partly because they may 
not know, by sufficient contact with other 
businesses, what such an enterprise can 
be made to earn. Many a family bus- 
iness, sold to new owners, has soon made 
greatly increased earnings under more 
vigorous and exacting management. 

It is entirely practicable for a man 
experienced in industrial management to 
say what a given business should earn 
under various conditions, by studying 
the individual company in detail and 
comparing it with others of like kind 
and size. And if the company is not 
earning satisfactorily, it is equally prac- 
ticable to find out why not, by well-de- 
veloped and effective techniques, and to 
show what must be done. 


If the owners do not need dividends 
urgently, excess earnings can well be 
re-invested in the business by continu- 
ous modernization of plant and equip- 
ment, expansion of research, enlarge- 
ment of employee welfare, and setting up 
incentives, which further improve the 
company’s earning power and stability. 


The Treasury Department has limited 
the extent to which a corporation can 
hold back the payment of taxable divi- 
dends but appears to be taking a rational 
view of this provision, so long as ac- 
cumulation of surplus is not an obvious 
evasion of taxes, and so long as the use 
of surplus funds is constructive. The 
family-owned corporation which is not 
burdened by heavy dividend demands of 
outside stockholders is in a good position 
to follow such a program, and the family 
will incur only capital gain taxes if they 
ever wish to dispose of the business. 


In the early years of many a suc- 
cessful business, the founder and _ his 
employees worked together in a close 
personal relationship, he taking a prac- 
tical interest in their welfare because 
these people were his friends and the 
partners in his struggle. But when the 
management devolves upon his heirs, 
this important relationship is likely to 
disappear unless they have a realistic 
understanding that able people like to 
work in a prosperous and growing bus- 
iness which has a practical human inter- 
est in their welfare. 

A business that is closely watched. 
managed well, earns well, and attracts 
the right kind of people will remain a 
stable and productive family asset. 

The danger is that the family which 
owns a business will adhere to family 
management just because it is family, 
when some other solution might be far 
more desirable and profitable. 
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Investor Relations 


SPEEDING UP FLOW OF EQUITY CAPITAL 


While Mr. Walker’s remarks were ad- 
dressed to utilities executives at the 17th 
Annual Convention of the Edison Electric 
Institute, his observations respecting en- 
hancement of investor relations that reach 
into institutional areas for equity capital 
are equally cogent when applied to other 
industries. These excerpts are given here 
with the certainty that they will be of 
value both to trustmen and corporate 
readers.—Editor’s Note. 


URING the past two decades, a 
series of circumstances, largely 
with Washington origin, have caused 
serious disturbances in the normal flow 
of capital. Tax laws and limitations on 
security trading have set up actual and 
psychological barriers which have either 
taken many out of the investor class or 
driven them to other fields—notably tax 
free bonds. Management must accelerate 
the natural readjustment processes, by 
what we shall call “Investor Relations.” 
Investors may be grouped into two 
broad classes. First, the institutions and 
more or less professionals who buy in 
large quantities and only after much 
study and research; and second, the 
large group of smaller holders of stocks 
and bonds, many of whom are not so 
well informed on investment matters. 
The more glamorous part of any inves- 
tor relations program revolves around 
the uninformed investor. I have con- 
fined this paper to the equally important 
field of building better relations with 
investors through financial agencies. 


Begin With Home-Town Banks 


Cultivation of financial agencies may 
very well begin at home, but cannot end 
there. The presidents of your home town 
banks, your local investment banker, 
broker or security dealer, the insurance 
companies in your areas—all these in- 
vite cultivation. But it is necessary to 
carry your story to the important finan- 
cial centers of the nation. 

First consider professionals who buy 
securities directly, either for their own 
or their customers’ purposes or for sale 
to others. These would include life, fire 
and casualty insurance companies, in- 
vestment trusts, investment bankers, 
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Vice President, Irving Trust Company, New York 


The individual holders may constitute a less 
readily accessible field. 


commercial banks and trust companies. 
A second group will include agencies 
which act as advisors: the security 
analysts, rating agencies, advisory serv- 
ices and investment counselors. Both 
groups are highly informed on invest- 
ment matters. 


The real task is to furnish pertinent 
statistics, facts and ideas at the exact 
points where they will do the most good. 
There are more than two thousand pros- 
perous well-managed companies compet- 
ing for the investor’s favor. It is impos- 
sible, of course, for the investor, no mat- 
ter how extensive his facilities, to find 
sufficient time to study and analyze all 
of these. For that reason, any given com- 
pany may easily be ignored or forgotten 
if complete information is not freshly 
and forcefully presented through a con- 
tinuing program. 


During the past few years, the mount- 
ing assets of institutions have caused the 
investment of funds to become a chief 
concern. The trend toward saving 
through purchase of life insurance, sav- 
ings bank deposits and pension funds 
has built up tremendous sums seeking 
investment opportunities. The handsome 
response of the large life insurance com- 
panies to the stepped-up needs of utilities 
came about through a natural process of 
demand seeking a supply. 


Life insurance companies are strictly 
limited by law in the amounts of pre- 


The trust officer is a major factor in the 
» equity capital market. 


ferred and common stocks they may 
hold. Furthermore, stocks do not fit well 
into life insurance investment programs. 
As a result, life insurance companies 
must be considered primarily as outlets 
for bonds and debentures. 


A development, which may well be 
watched, is the growing favor tax ex- 
empt securities are finding. Some of 
these are revenue bonds issued by public 
utility authorities, the proceeds of which 
might be used in competition with pri- 
vate electric systems. These warnings 
emphasize the necessity for greater co- 
operation with and more effective culti- 
vation of institutional investors. Their 
committees are working to broaden the 
list of permitted investments through 
more liberal regulations of preferred 
stock holdings, and there is even some 
discussion looking toward qualified com- 
mon shares as an approved investment. 
One of the best ways to sell your organi- 
zation is to know personally the respon- 
sible officers of several large insurance 
companies. Discuss freely your financial 
policies and philosophy and especially 
what plans you may have to finance 
future construction. 


Taps New Pool of Savings 


While not a new source of equity 
capital, investment trusts during recent 
years have become increasingly import- 
ant as investors. By paying attractive 
commissions, they have made it worth- 
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while for security dealers to seek out 
those with small savings but little ex- 
perience in the direct purchase of secur- 
ities. One of the big three in this field 
recently announced a plan to sell shares 
on the instalment plan. Thus a tremen- 
dous pool of new savings is being sub- 


stituted for that which tax and other . 


governmental policies dried up in recent 
years. These trusts, both closed and open 
ended, are a fertile field for cultivation 
as a source of equity capital. 


Banker Can Negotiate 


You know the value of the investment 
banker’s advice on your financial prob- 
lems, how he can negotiate a private 
deal for you, and finally his primary 
function as a merchant buying your se- 
curities. Forward-looking investment 
bankers are conscientiously trying to 
broaden their sales efforts to meet the 
needs of the electric industry for equity 
capital, but some will tell you frankly 
that the securities of other industries of- 
fer much better opportunities for profit. 


All who deal in securities within your 
territories should be particular objects 
of cultivation. They know which of your 
customers have money to invest and can 
sell them with much less obligation to 
you. 

From the small-town depository to 
your big city bank, Commercial Banks 
and Trust Companies provide many op- 
portunities to make easier the path be- 
tween you and your security holder. 
The trust officer is a major factor in the 
equity capital market today—in good 
times, or depressed. A large share, fre- 
quently a third, of the billions of dol- 
lars in his trust and management ac- 
counts, are invested in corporate stocks 
of stable companies. The trust officer, 
like the banker is the confident of many 
who have large and small amounts for 
investment. He, himself, purchases your 
securities either for the bank’s portfolio 
or as administrator of trust accounts. He 
forms impressions from your local busi- 
ness conduct—the place you and your 
employees fill in the community, and the 
confidence you command from your cus- 
tomers. He also discusses you with his 
correspondents in larger financial cen- 
ters and thus gives and gets clews as to 
your standing. He is under constant 
pressure from a multitude of responsi- 
bilities, and can pass fair judgment on 
you only if he knows your story. Take 
him into your confidence and be certain 
that his relations with you are on a 
mutually profitable basis. Maintain de- 
posits in keeping with his importance in 
your situation and when possible, pro- 
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vide participations in any borrowings or 
corporate agency appointments you may 
make. 

Put the security analyst high on your 
list for cultivation. The analyst’s stock 
in trade is information. He functions 
best when he has masses of figures cover- 
ing many years’ operations and inter- 
spersed with explanatory footnotes. 

Get to know a few of the leading 
utility security analysis well. In return 
for a better understanding of your oper- 
ation, they will keep you advised on the 
reactions of the financial community to 
your policies and program. 

Recently we have seen a management 
severely criticized for financial policies 
dictated by outside considerations which, 
if more generally understood by the fi- 
nancial community, would have been 
recognized as sound over the long term. 
In another situation, a more complete 
breakdown of figures for a transit de- 
partment might well have persuaded in- 
vestors that a new security offering was 
worth more than it brought. 


No one may ignore the right of pres- 
ent and prospective stockholders to have 
all the essential information furnished 
the financial agencies. 


It is desirable to visit such agencies, 
when a new issue is proposed, to be cer- 
tain that every factor, whether favorable 
or unfavorable, is fully understood. 


Standard equipment of those who pass 
judgment on your operations are the 
financial manuals: Moody’s, Standard 
and Poor’s, and Fitch’s publications. 


Develop Better Understanding 


Until some difficulty develops, only 
the most sophisticated investors inquire 
who is the trustee of the mortgage be- 
hind the bonds he buys. Few pay any at- 
tention to which bank or trust company 
transfers his stock or pays his dividend. 
These are highly mechanized mass oper- 
ations usually considered as necessary 
behind-the-scenes machinery. It is possi- 
ble, however, to use this function to de- 
velop better understanding and good 
will. An hour’s talk with someone in 
your corporate trust agencies should un- 
cover several worthwhile ideas which, 
in one place or another, have put warm- 
th and appeal in this purely mechanical 
procedure. 

The respect and good will of the finan- 
cial community is a strong foundation on 
which to build sound relations with pres- 
ent and prospective security holders. 
Without such support, all your plans, 
whether based on appeals to individuals 
or masses, will have increased difficul- 
ties. The most enlightened stockholder 





meeting procedures—prize winning an- 
nual reports, sincere welcome letters to 
new stockholders and any other of the 
more glamorous techniques—will make 
slow progress if there is not behind 
them the substantial backing of an en- 
lightened and sympathetic financial 
community. 

The essential elements of such a pro- 
gram are definite, intelligible and en- 
lightened policies governing your finan- 
cial operations, Next follows the assign- 
ment to some responsible officer of the 
administration and coordination of var- 
ious parts of the plan. This man should 
have more than a modicum of imagina- 
tion and plenty of energy and initiative. 
He must be able to command the cooper- 
ation of those in his organization who 
will help work the plan. He must 
have the full support and frequently the 
active aid of the company’s top officers. 
As a matter of fact, more often than not, 
he will be either the president, financial 
vice-president or treasurer. Except for 
the largest operations, his may not be a 
full-time job, but it must be a full-time 
responsibility. 


Analyze the Facts 


An early step should be a careful 
study of present owners. Are they insti- 
tutions or individuals, and in what pat- 
terns do they fall? For instance, it 
would be helpful to know the distribu- 
tion by number of shares, sex, income 
brackets and geographical areas. Why 
did your present stockholders select 
your company for investment? Have 
there been any recent significant 
switches? With a plan well in mind, 
the place to start is with financial agen- 
cies in the operating territory. 

You may follow the lead of a half 
dozen utility and industrial companies 
which have already launched successful 
programs. Their complete satisfaction 
with results furnish all the proof you 
need that your efforts will pay off. 


You should find confidence in the fact 
that financial agencies are as sincere as 
you are in their determination to pre- 
serve our private enterprise system. 
Their part of that job is to provide a 
free flow of savings from the investor to 
your companies. They know that diffi- 
culties are great. They are committed as 
strongly as you are to the surgeon’s task 
of reconstructing injured channels to 
permit the life blood of our economic 
system to flow freely again. You will find 
them willing partners and effective allies 
working to cement the loyalty of present 
security holders and attracting new ones. 


A A A 
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MARITAL REGULATIONS INTERPRETED 


PANEL DISCUSSES LEADING QUESTIONS 


From the transcript of the Panel Dis- 
cussion on the 1948 Revenue Act and 
Regulations, sponsored by Title Insur- 
ance and Trust Co. of Los Angeles (see 
July T&E, p. 409), we have selected a 


half dozen questions of general inter- 
est. The inquiries addressed to the Panel, 
which consisted of 18 attorneys under the 
chairmanship of Walter L. Nossaman, 
are implied in the answers reproduced 
here.—Editor’s Note. 


Common Disaster Clause 


By Arthur B. Willis 


HE common disaster or survival 

clause has general use, entirely apart 
from the marital deduction provisions 
of the 1948 Act, to prevent a possible 
duplication, at least in part, of death 
taxes should the wife die shortly after 
the husband. In addition, such a pro- 
vision in the husband’s will may be de- 
sirable to insure that in the event of 
such early death by the wife the hus- 
band’s estate will pass under the pro- 
visions of his will, and to avoid the ad- 
ministration delays and expenses in- 
volved in probating the same property in 
two estates. 

Under the 1948 Act the common dis- 
aster or survival clause is specially im- 
portant to save death taxes in a case 
where the entire estate consists of com- 
munity property so that no marital 
deduction is involved. Under the 1948 
Act there is no deduction in the wife’s 
estate for property previously taxed in 
her husband’s estate. The common dis- 
aster or survival clause will prevent hav- 
ing the same property subjected to Fed- 
eral estate tax in the estates of both 
husband and wife should the wife die 
from the common disaster or within the 
specified time. 


Under the general provisions of the 
1948 Act dealing with terminable inter- 
ests, virtually any contingency upon the 
wife’s taking will disqualify the bequest 
or devise for the marital deduction. How- 
ever, by special exception, the statute 
provides that the marital deduction will 
not be lost where the husband’s will 
leaves property to his surviving wife, 
but the wife’s interest will terminate or 
fail if — 

(1) the surviving wife dies (from any 

cause) within six months after 
the husband’s death, or 
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(2) the surviving wife dies as the 
result of a common disaster 
which also resulted in the hus- 
band’s death, or 


(3) either of these two conditions 
occurs, and 

(4) the wife, in fact, does not die 
within the specified time or from 
the common disaster so that the 
termination or failure of her in- 
terest does not occur. 


There are three cautionary notes 
about use of the common disaster or 
survival provision. The first arises in 
the case where the husband’s will leaves 
property to his wife providing she does 
not die of injuries received in a common 
disaster. Husband and wife are involved 
in a common disaster which causes the 
death of the husband and critical in- 
juries to the wife. Two or three years 
later when the probate estate is ready 
for distribution and audit is being made 
of the Federal estate tax return, the wife 
is still alive but in a serious condition 
from her injuries. Delay in distribution 
of the husband’s probate estate would 
obviously result. The Federal estate tax 
question is solved by the provision of 
the Regulations that in such a case the 
marital deduction will not be allowed in 
the final audit of the return. In such a 
case the executor would probably pay the 
increased tax based on disallowance of 
the marital deduction and file a protec- 
tive claim for refund. 


A second note of caution is with refer- 
ence to use of the common disaster or 
survival clause in connection with a 
testamentary trust which is intended io 
qualify for the marital deduction. One of 
the statutory requirements for such a 
trust to qualify is that the surviving wife 
must have a power of appointment exer- 
cisable “in all events.” The Regulations 
provide that the power of appointment 
is exercisable in all events “only if it 
exists immediately following the de- 
cedent’s death.” This apparently means 
that no marital deduction will be allowed 
if the creation of the trust is contingent 
upon the wife’s survival for six months, 
even though — 


(1) the wife actually does survive the 
six-month period, 

(2) the trust does come into existence 
and 


(3) the trust corpus, because of the 
wife’s power of appointment, will 


be included in her taxable estate 
upon her subsequent death. 


That the Commissioner of Internal 
Revenue so interprets the statute and his 
Regulations is evidenced by a telegraphic 
ruling to our office, dated June 24, as 
follows: 


“Where decedent creates trust under will, 
which otherwise meets requirements of 
Section 812(e) (1) (F) of Code but trust 
is to be set up only in event his spouse 
survives him for a period of six months, 
trust does not qualify since power of ap- 
pointment in surviving spouse is not in 
existence immediately following decedent’s 
death and is therefore not exercisable in 
all events. Section 812(e) (1) (D) does not 
save deduction. 

E. I. McLarney, Deputy Commissioner.” 


The final caution is that use of the 
common disaster or survival provision 
will likewise result in loss of the marital 
deduction if used in connection with life 
insurance, where the proceeds are held 
by the insurer with power of appoint- 
ment in the surviving wife. The reason is 
the same as in the case of ihe marital 
deduction trust, namely, that the power 
of appointment qualifies under the Reg- 
ulations “only if it is in existence 
immediately following the decedent’s 
death.” 


Returns and Conversions 


By Reuel L. Olson 


A Federal estate tax return must be 
filed where a deceased husband’s one- 
half interest in community property 
is only $57,500 even though it would 
seem that the filing of a return would be 
unnecessary because there is a margin of 
$2,500 before the $60,000 figure is 
reached. But the Commissioner has tenta- 
tively ruled that a return is to be filed 
for every decedent whose gross estate 
exceeds $60,000, the gross including the 
full rather than only half of the value 
of the community property. 

The face of the return will show a de- 
duction of half of the community prop- 
erty if it is post-July 29, 1927, California 
community property. The tentative rul- 
ing gives the Commissioner the oppor- 
tunity of identifying pre-1927 commun- 
ity, as to which there is no exclusion, 
and post-1927 community as io which 
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one-half is excluded, rather than to leave 
it to the individual taxpayer to deter- 
mine whether pre-1927 community is 
involved, 


The provision that “artificial” com- 
munity property (i.e. property converted 
from community into separate during 
1942 or subsequent to April 2, 1948) 
includes the rents, earnings and gains 
thereof is, in my opinion, an example 
of an invalid attempt of the Commission- 
er to legislate. 


Sec. 812 (e) (2) (C), which contains 
the language making, conversion from 
community property into separate prop- 
erty ineffective for federal estate tax pur- 
poses if the conversion took place during 
the calendar year 1942 or after the date 
of the enactment of the Revenue Act of 
1948, by the use of the phrase “such 
community property,” refers back to the 
preceding section (B), which places cer- 
tain boundary lines or limits around the 
term “community property.” Sub-section 
(B) requires that the special rule in cases 
involving community property is to be 
applied only to property held as com- 
munity property “under the law of any 


State, Territory, or possession of the ° 


United States, or of any foreign coun- 
try.” 

Particular attention must be centered 
upon the word “such” which qualifies 
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and delimits the phrase “community 
property” in section (C) and sub-sec- 
tions (i), (ii), and (iii) in section (B). 
Each time that the statute uses the word 
“such” in the contexts indicated, the 
opening clause of section (B) makes it 
clear that the only community property 
which is covered is community property 
held by the decedent and his surviving 
spouse “as community property under 
the Jaw of any State, Territory, or pos- 
session of the United States, or of any 
foreign country.” 


California law says that the rentals, 
earnings, and gains from community 
property, after said community property 
is by agreement converted into separate 
property, are separate property. But the 
Commissioner, without the benefit of 
whatever just cause may have excused 
the practice of the glossators of old, as- 
serts: 

“The separate property which section 
812(e) (2) (C) classifies as community 
property is not limited to that which was 
in existence at the time of the conversion. 
The following are illustrative of the scope 
of section 812(e) (2) (C):*** an agree- 
ment (whether made before or after mar- 
riage) that future earnings and gains which 
would otherwise be community property 
shall be shared by them as separate prop- 
erty effects a conversion of such earnings 
and gains; a change in the form of owner- 
ship of property which causes the future 
rentals therefrom, which would otherwise 
have been acquired as community property, 
to be acquired as separate property effects 
a conversion of such rentals.”—Reg. 105, 
Sec. 81.47d. 

This gloss of the Commissioner is en- 
tirely unwarranted by the language of 
the statute. Such rentals, earnings and 
gains are not within “the body of prop- 
erty comprehended within the commun- 
ity property system.” 

The Regulations of the Commissioner 
having gone far beyond the boundaries 
established by the statute, it is still pos- 
sible for husbands and wives in Cali- 
fornia currently to enter into agreements 
separating their community property and 
to enjoy the rents, earnings and gains 
therefrom as separate property. Thus. 
said rents, earnings and gains from such 
converted community property, or from 
community property converted into sep- 
arate property during the calendar year 
of 1942, may be used to purchase life 
insurance on the life of the other spouse, 
thus avoiding the inclusion thereof in 
the estate of the insured spouse. 


Converting Joint Tenancy 
By William Kumler 


Since the Ninth Circuit Court of Ap- 
peals has recently reversed the decision 
in the Sullivan case, holding that a di- 


vision of joint tenancy property is not a 
transfer in contemplation of death,” it 
may now be stated that neither for gift 
nor estate tax purposes is the matter of 
contribution important when joint ten- 
ancy property is converted to tenancy in 
common or to community property. 


Includible Insurance 
By Arthur A. Armstrong 


Insurance plays as indispensable a part 
as does other property in the computa- 
tion of both gross estate and marital de- 
duction. To give a simple example, if 
the testator has a $100,000 ranch that he 
wants to leave to his wife, its full value 
will go into his gross estate if it is 
separate property, and will also contri- 
bute to the adjusted gross estate, 50‘ 
of which limits the marital deduction. If 
it is community property, half will go 
into his gross estate, and no part will 
contribute to the adjusted gross estate. 
By the same token a $100,000 insurance 
policy on the testator’s life, payable to 
his wife, contributes fully to the gross 
estate and adjusted gross estate if bought 
with separate funds, but is only half in- 
cludible in the gross estate and in no 
part includible in the adjusted gross 
estate if bought with community funds. 


If the testator alone retains the right 
until his death to substitute another bene- 
ficiary for his wife, under the last al- 
ternative, the exact status of the policy's 
ownership and the treatment of proceeds 
should be carefully analyzed. It would 
seem either that the policy should be 
treated as the testator’s separate property 
paid for with money which had become 
his separate property by the wife’s agree- 
ment or that the power to change bene- 
ficiaries was one which by California law 
could be exercised only for the benefit 
of the community. However, there may 
be some danger that the insured would 
be held to have personally retained the 
incidents of ownership, such that the en- 
tire proceeds would be included in his 
gross estate, even though no part of the 
proceeds contributed to computation of 
the adjusted gross estate because the 
premiums were paid out of community 
property. 

A further question raised by the fore- 
going example concerns the need for 
cash in the estate to pay inheritance and 
estate taxes and the desirability of re- 
moving the wife and naming the estate 
as whole or partial beneficiary under the 
policy and making a corresponding 
residuary or other bequest to the wife 
in the will. 


*See report of this case in ‘‘Federal Tax Notes,” 
this issue, 
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Income Tax Basis 





By John Ervin 


The effect of the 1948 amendment to 
Section 113(a) (5), relating to the basis 
of community property, appears in two 
aspects, i.e. (1) situations where one of 
the spouses died after October 21, 1942, 
and before January 1, 1948, and if a 
Federal estate tax was payable by the 
decedent’s estate; (2) situations where 
the death did not occur until after 
December 31, 1947. It should also be 
noted that the amendment does not apply 
to pre-1927 community property where 
the wife dies first. 


















(1) In the first situation, the basis 
of the surviving spouse’s share shall be 
the fair market of the property at de- 
cedent’s death or the basis the property 
had prior to decedent’s death, whichever 


is higher. 










Examples: 






(a) H and W purchased a residence 
with community property acquired after 
July 29, 1927, for $20,000 and held title 
as community property. H died on 
December 1, 1947. The residence then 
had a fair market value of $40,000. H 
devised his interest to W. H’s estate 
also paid a Federal estate tax. W sold 
the property June 1, 1949, for $40,000. 
W has no taxable gain. 

(b) If the property had cost $40,000; 
had a fair market value at death of 
$20,000; and was sold for $20,000, W 
would have a $20,000 capital loss sub- 
ject to limitations in Sections 117 and 


23 of the Code. 


(2) If the decedent spouse died after 
December 31, 1947, the entire commun- 
ity property achieves a new basis equal 
to the fair market value of the property 
at the decedent’s death, except where the 
decedent is the wife and the community 
property was acquired prior to July 29, 
1927. In that limited situation the basis 
of the community property would be un- 
affected by W’s death. Where the amend- 
ment is operative, the basis is changed 
whether it is higher or lower than ihe 
basis prior to decedent’s death. 






























Examples: 






(a) H and W purchased a residence 
with community property acquired after 
July 29, 1927, for $20,000. H died Jan- 
uary 1, 1949. The residence then had a 
fair market value of $40,000. W sold the 
property on June 15, 1949, for $40,000. 
W has no taxable gain. 

(b) Ifthe property had cost $40,000; 
had a fair market value at death of 
$20,000 and was sold by W for $20,000, 
W would have no deductible loss. 












The advantages conferred upon com- 
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munity property by this amendment can- 
not be appreciated without considerable 
study.+ 

If property is community in origin 
and held in joint tenancy it may be that 
the spouses nevertheless intended that 
it should be held as community property, 
uncognizant of the mistaken form of the 
deed. Under Tomaier v. Tomaier, 23 Cal. 
2d 754 (1944), and United States v. 
Pieratti, 154. F. (2d) 758 (C.C.A. 9-46) 
oral evidence is admissible to correct the 
mistaken deed. If the spouses are alive 
the matter should be explored and clar- 
ified by written agreement. If it does not 
come to light until the death of one of 
the spouses, the property may neverthe- 
less qualify if the intention was io hold 
it as community. 


Annuity Contracts 


By Arthur Groman 
Where husband and wife have each 


contributed one-half of cost of annuity 
contract, payable to wife for her life 
and then to surviving husband after her 
death, and wife dies first, only one-half 
of the value of the remainder of the 
annuity as of the date of her death is 
includible in her taxable estate. If the 
annuity is such as to qualify for ihe 
marital deduction, only one-half of ihe 
half on which she is taxable, or one- 
quarter of the entire value of ihe an- 
nuity as of the date of her death, would 
be includible in her taxable estate. If 
the annuity were purchased with the 
community property of the parties, one- 
half of the value of the annuity would 
be taxable in her estate. 


The question of whether or not a mar- 
ital deduction is available depends en- 
tirely on the terms of the annuity con- 
tract. Estate Tax Regulations, Section 
81.47 B (d) (2) (IV) provides, if, on 
the death of the survivor of the husband 
and wife, the excess of the cost of the 
annuity contract over the payments made 
is to be refunded to a third party, the 
interest which passes from husband to 
wife, or vice versa, is not deductible. 
If, however, the contract provides for 
no refund upon the death of the sur- 
vivor, or provides that any refund is to 
go to the estate of the survivor, then the 
interest which passes is a deductible in- 
terest, but only to the extent it is in- 
cluded in the deceased spouse’s gross 
estate. 


Assuming that the annuity was pur- 
chased entirely from the separate funds 
of the husband, there would be no prop- 








7See author’s papers in 21 So. California Law 
Review 321 (1948), and Proceedings of So. Cali- 
fornia Institute on Federal Taxation for 1948. 


erty includible in the wife’s taxable 
estate upon her prior death since none 
of her property is passing to anyone. 
Consequently, there would be no marital 
deduction. 

There are also presented here in the 
original purchase of the annuity from 
the separate funds of both pariies, as- 
suming that one person has a longer life 
expectancy than the other, a gift tax 
problem and possibly an income iax 
problem. Briefly, the party having the 
longer life expectancy would be receiv- 
ing a gift from the other pariy. 


| ae ey 


Bermuda Trust Shows Profit 


The Trust Department of The Bank 
of Bermuda, Limited, with head office 
at Hamilton, showed a profit for the 
year ending June 30, 1949, of almost 
£6,000. The income was £22,622 as 
against expenses of £16,748. This pro- 
fit represented approximately 12% of 
the bank’s total prot of £50,717. 
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SMALLER TRUST DEPARTMENTS 


NEW BUSINESS | 


2. POLICIES FOR ACCEPTANCE OF 


This is the second in the series, begun 
in July, of discussions on problems of 
smaller trust departments submitted to a 
panel at the 1949 Mid-Winter Trust Con- 
ference of the American Bankers Associa- 
tion. 


We are indebted to Gilbert T. Stephen- 
son, leader of the panel, for cooperating 
in the selection of the questions discussed 
in these pages, to William M. Baker, assis- 
tant trust officer, The Summit (N. J.) 
Trust Co., for serving as a clearing house 
and liaison with the panel, and to the 
other panel members, Robert Y. Garrett, 
Jr., vice president and trust officer, Farm- 
ers Bank & Trust Co., Lancaster, Pa.; Earl 
G. Schwalm, trust officer, Lincoln Na- 
tional Bank & Trust Co., Fort Wayne, 
Ind.; and George D. Vick, trust officer, 
The First National Bank of Miami.*— 
Editor’s Note. 


By William M. Baker 
What Policies Should be Adopted 


with Respect to Minimum Charges, 
Types of Accounts, etc., in Accept- 
ing Trust Accounts? 


As executor (or administrator) where 
difficult assets are to be dealt with and 
where there are unusual distribution 


provisions. Smaller trust departments 


can gain particular profit by adhering to 
Article “F” of the Statement of Policies 
for the Acceptance of Trust Business as 
adopted by the Executive Committee of 
the Trust Division of the ABA. This 
article states in part: “A trust institution 
is under no obligation, either moral or 
legal, to accept all business that is 
offered.” 


There is frequently a danger that 
smaller trust departments in their desire 
to place business on the books will ac- 
cept accounts—particularly appoint- 
ments under wills—where the chances 
for a profit are remote, counting on in- 
tangible benefits through contacts with 
attorneys and the family of the decedent. 
In all these cases, it is the hope that such 
activity will be a form of good adver- 
tising. Experience has shown many 
trustmen, however, that the settlement of 
a difficult estate is frequently a thankless 
task. We may do infinitely better than 
an inexperienced individual executor, 
but many beneficiaries who do not, by 
their own experience, have a full appre- 
ciation of the problems involved, are 


*At the time this month’s material was prepared, 
Mr. Vick was trust officer of First Citizens Bank 
& Trust Co., Raleigh, N. C. 
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prone to find only fault with the trust 
company’s performance. 


Would it not be much more profitable 
and a more positive method for building 
good will to devote more attention to 
rendering a superior service on the ac- 
counts already on hand, and to hasten 
the closing and distribution of estates 
currently in process of administration? 


In most cases where a man has fully 
consulted the trust officer about his will, 
and his affairs are virtually the same at 
his death, in all good faith and for sound 
public relations there is a moral obliga- 
tion for the trust company to qualify. 


As trustee of small trusts. As a matter 
of good faith, if the bank served as exe- 
cutor of the general estate, it would 
seem obligated to carry on as trustee for 
any trusts established under the same 
will even though there was little pros- 
pect of a profit. 


If a co-trustee is appointed, it should 
be suggested that he renounce in order 
to reduce the extra time and costs which 
would otherwise be imposed on the 
bank. Care should also be taken to main- 
tain the account with as few investment 
items as are consistent with proper di- 
versification. 


A trust company should not, as a 
general policy, qualify as substituted 
trustee, or as trustee under a will in 
which it did not serve as executor, unless 
there is a reasonable assurance of profit. 


Adopting and adhering to minimum 
fee schedule. It is essential for operating 
a. profitable trust department to adopt 
and adhere to a minimum fee schedule. 
There may be temptations to offer 
services at reduced charges or gratis 
where a customer keeps profitable ac- 
counts in other departments of the bank, 
or where it is anticipated that a desirable 
appointment in the will may be secured. 


A trust ‘department will never operate 
in the red, however, where each piece of 
business is made to yield a fair margin 
over costs. Inadequate charges have. a 
tendency in the long run to result in in- 
adequate trust services for lack of effec- 
tive personnel and equipment, and the 
very customers whom the bank desires 
to attract and hold by trust service at 
“bargain” rates, may in the end become 
critical of the institution. 


Even if the bank does eventually qual- 


ify as executor of the will of a customer 
who, during his lifetime, was rendered 
trust services below standard rates, the 
profit realized in the executorship may 
not offset the actual losses sustained. 
And there is always the danger that, 
while the bank is presently named in the 
will, family changes may occur and 
people in retirement will move to some 
distant state where the trust company 
would not be permitted to qualify under 
the will. 


Division of fees with co-fiduciaries. | 
have never heard of a published sche- 
dule of living trust fees which suggested 
the compensation would be shared with 
a co-trustee. Quite the contrary, these 
schedules usually have a conspicuous 
note to the effect that the bank is to se- 
cure the entire fee. Even on prevailing 
fees for living trusts, we question 
whether we cover costs. 


We should not consider sharing testa- 
mentary trust fees when we know that if 
we received the entire commission, in 
many instances, we would still be in the 
red. A cost analysis is an effective 
method for illustrating to the co-trustee 
what portion of the commission the bank 
requires to secure a fair profit. In many 
cases, particularly in smaller trusts, it 
will show that the bank should receive 
the entire fee, simply to cover costs. 


With respect to sharing commissions 
with co-executors, it appears necessary 
to consider each case on its own circum- 
stances. It may be reasonable to share as 
much as fifty per cent of the fee if the 


co-executor contributes valuable service, 


in managing real estate, advising on 
special assets such as stock of close cor- 
porations, or running or liquidating the 
decedent’s business which formed part 
of the estate. 


In the typical case of the decedent's 
will naming his widow as co-executrix, 
and where there is only a nominal fee 
allowed, the bank should seek to secure 
the entire amount. 


Minimum amount. A policy of not ac- 
cepting a trust under an arbitrary mini- 
mum amount would not seem desirable. 
A $10,000 trust, for instance, with 
simple administrative and investment re- 
quirements, may be more profitable to 
handle than a trust many times larger 
with extensive and costly duties. 
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How Can Planning Remove Some of 
the Problems? 


Small trust business can be made 
more attractive through the efforts of 
the trust officer who is engaged in the 
estate planning or new business develop- 
ment program. By conferring with the 
customer and particularly through con- 
tacts with the attorney, provisions such 
as the following may be incorporated in 
the drafting of wills or trust agreements 
covering small or medium-sized funds: 

1 Stated annual payments (preferably 

payable no more frequently than 
quarterly), making the payment a 
charge on principal and income. 
Authority for trustee to pay to or 
apply additional funds when requir- 
ed by the beneficiary for welfare 
and comfort. 

Full discretionary investment pow- 
ers; with authority to invest in a 
common fund. 

Relieving trustee from amortizing 
premiums. 

Where the local law permits, ex- 
cusing trustee from filing account- 
ings with the Court. 


By George D. Vick 


Should Small Trust Departments 
Qualify in Estates Requiring Man- 
agement of a Business or Farm? 


Our experience has been that the as- 
sets of the overwhelming majority of 
estates opening to us will include one or 
more businesses or farms requiring 
management at least for a period. These 
accounts should be accepted not only 
because we want the particular business 
but because there is both a challenge to 
competent administration and an _ op- 
portunity to make contacts that add up 
to good-will and new business. 


What Methods May be Employed to 
Assure Proper Carrying Out of 
Duties? 


Under a will appointment we like to 
be intelligently guided as to the term 
and form of operation by the testator 
from his experience and reasonable anti- 
cipation of the future of the business 
without him. If there is no will, circum- 
stances naturally determine the duration 
of operation. 

A manager or overseer is indispens- 
able. In fact we will not undertake oper- 
ation without the services of someone 
named under the will or selected by us, 
whose bond premium and compensation 
will be borne by the estate in addition to 
our regular commissions as fiduciary. 
These items are charged directly to each 
account. We do not reduce our net com- 
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pensation, although this agent is the 
employee of the bank. In a branch bank- 
ing system particularly is this man neces- 
sary. We attempt to keep as many of the 
old personnel as is practical. Supervision 
of the manager and/or personnel is 
usually had from our office or on the 
premises by one person permanently em- 
ployed by the trust department. 

An advance fund, petty cash or im- 
prest, is set up from which the manager 
discharges obligations except those of a 
large capital nature. In the audit of 
operations of businesses other than 
farming, we employ a form to be sub- 
mitted by the agent giving a complete 
analysis supported by invoices and regis- 





ter tape. In farming operations a weekly 
Report is likewise submitted showing 
disbursements, to whom and for what 
purpose paid—wages, ordinary expense 
and advances to tenants, the last named 
being assetted as a sundry item on our 
books from this Report. Our check in 
reimbursement of the petty cash account 
promptly goes out after audit of the Re- 
ports and supporting papers. . 

On sales of farm produce the reverse 
of the farm Report carries where grown 
and the name of the tenant with a break- 
down of the nature of the credit—rent, 
other miscellaneous and collections on 
tenants’ accounts, this last named allow- 
ing us to write down the sundry accounts | 


“Experience is the child 
of Thought, 
is the child of Action...” 


and Thought 


—Disraeli 





Investment problems of individuals and in- 
stitutions differ. However, the approach to 
their solution remains the same: viewing the 
specific problem from every angle and de- 
termining a course of action from a con- 
sidered assessment of the whole. 


This approach to the varied objectives of 
our many clients has proved its effectiveness 
over the years. It has been accomplished by 
a scrupulous attention to market trends and 
economic factors that play their part in in- 
fluencing those trends. Moreover, this 
knowledge is buttressed by our experience in 
the daily handling of a large volume of 
transactions. 


Such a continuing devotion to the prin- 
ciple of thoroughness is, we believe, of real 
value to investors with a planned goal in 
view. Should you be among this group, we 
will welcome the opportunity of serving you 
faithfully and well. 


R. W. Pressprich & Co. 


68 William Street 


NEW YORK 5 BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY, INDUSTRIAL BONDS 
AND INVESTMENT STOCKS 





201 Devonshire Street 








receivable on our books. A _ fourth 
column provides for the tenants’ share 
of crops sold. We include in our check 
reimbursing the manager’s fund the 
amount he has let each tenant have from 
his petty cash fund as tenants’ share. 
The entire proceeds of sales are deposit- 
ed in the trust department account in the 
respective branch office of the bank; 
sales tickets, deposit slips and the Re- 
port must naturally jibe. 


Certain additional forms are found 
helpful, such as statement of accounts 
receivable each week showing transac- 
tions for the period, card files for in- 
dividual accounts receivable, payroll 
analysis sheets and live-stock inventory. 
These are submitted periodically by the 
agent or maintained in our office as the 
case may require. 


By Earl G. Schwalm 


Should Small Trust Departments Ac- 
cept Employees’ Trusts? | 


Profit-sharing trusts and employee 
benefit plans represent good trust busi- 
ness. They afford a small trust depart- 
ment an opportunity to come into con- 
tact with many people who could not 
otherwise be reached. However, it is gen- 
erally accepted that such trusts can be 





very time-consuming and if the plan 
should prove to be unsound, the trustee 
is likely to do a lot of work for inade- 
quate compensation, and then also be 
severely criticized for participating in a 


plan that has failed to produce the con- . 


templated results. 

A small trust department must be cer- 
tain that the employer is creating the 
plan in good faith, not as a temporary 
expedient for attracting personnel dur- 
ing a “labor market” and good profits. 
Likewise, it should insist that the trust 
agreement be prepared by a lawyer who 
has considerable knowledge and vast 
experience in preparing and qualifying 
such plans. This is an expense that 
should not be spared or reduced. 

It has become quite well recognized 
that the employer must maintain ade- 
quate records of employee participation 
so that the trust operation will not de- 
generate into one of bookkeeping. Al- 
so, the trustee must not be maneuvered 
by the terms of the trust into a position 
of having to pass judgment upon the 
recipient or the manner in which settle- 
ment is to be made with a disabled, dis- 
charged or retired beneficiary. 

Of course, every small trust depart- 
ment should be aggressive in pursuing 
this type of business so that it might 
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eventually accumulate more than just a 
few trusts. Also, it might try to stress 


standardization to assist it in minimiz- 


ing its operating costs. I am convinced 
that benefit and profit-sharing plans 
properly accepted and administered are 
of considerable worth to the bank, the 
employer and employee. 


A A A 


Trust Service on Radio 


To develop new trust prospects, The 
National Shawmut Bank of Boston be- 
gan a campaign last March built around 
a booklet “Conserving Your Property 
at Low Cost,” which explains informally 
and informatively the various types of 
trust services. In March and again in 
June, the booklet was featured in the 
commercials for Shawmut’s radio news 
programs. 


Since the booklet was to be used as 
a follow-up for direct mail and news- 
paper advertising as well as radio, a 
condensed version was prepared in fold- 
er form, which was mailed to some 10,- 
000 prospects. Vice president Ray A. 
Ilg advises that the bank will in the 
future undoubtedly extend its pioneer- 
ing use of television to advertise trust 
services. 
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While the traditional sources of cor- 
porate capital have been under increasing 
restriction, a growing class of savers has 
been emerging in the middle income 
brackets. Their need for investment 
guidance and management is plainly in- 
dicated by the growth of institutional 
funds both in trust departments and in- 
vestment companies. While relatively few 
banks have as yet established Common 


Trust Funds, the trend is in that direction 
to provide a service for bona-fide objec- 


tives. Mutual funds, with their wide 
variety of policies and investment aims, 
are a matter of interest to many new as 
well as old investors and appear in an in- 
creasing number of estates. The following 
discussion is one of several which will 
aim to provide the fiduciary with infor- 
mation for his investment and advisory 
activities in this field—Editor’s Note. 





ANY investors, including fiduci- 
Maries. have wondered why the sell- 
ing charge on Mutual Funds is greater 
than the brokerage fees for listed secur- 
ities. Often the question is phrased: 
‘Why should I buy a Mutual Fund 
yielding about 4%, paying a price that 
includes a mark-up of as much as 814% 
over asset value? Would I not do better 
to purchase a few good stocks and 
bonds with an avefage return of 4%, at 
a cost of less than 1% in commission?” 


Obviously the first answer is “Yes, 
the initial commissions are smaller 
when buying a few good stocks and 
bonds”. Assuming one holds the “few 
good stocks and bonds” without mak- 
ing further changes, or incurring ad- 
ditional brokerage commissions, the 
question would appear to be settled in 
favor of the individual securities. Does 
that end the matter, or should we ask 
the same question of the 700,000 or 
more owners of Mutual Fund shares, 
many of whom are experienced trus- 
tees, fiduciaries and directors of various 
institutions. Why did they choose these 
shares in preference to the “few good 
stocks and bonds” available at lower 
initial commissions? 


Maybe a few, failing to understand 
the nature of Mutual Funds, simply 
hoped that market appreciation would 
ofiset the selling charge. Others have 
realized that the cost of buying Mutual 
Funds is really only half the selling 
charge, since there is no penalty in 
most cases for redeeming the shares at 
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ARE MUTUAL FUNDS EXPENSIVE? 


DUDLEY F. CATES 


their full asset value. Thus the 814% 
covers both purchase and sale. This is a 
deferred advantage to most owners of 
Mutual Funds, since they tend to keep 
their shares for years as a kind of “liv- 
ing trust”. Often, too, they are retained 
in estates for their qualities of diversi- 
fication, professional management, and 
convenience. 


Institutional Management Advantages 


What, then, induces so many in- 
vestors to pay a “premium’—actually 
an over-all distribution charge of 6-9%* 
of the asked price—to buy into a particu- 
lar Mutual Fund? Perhaps we should 
think of Mutual Funds ownership as a 
form of “insurance.” An investor in the 
shares of almost any Fund acquires cer- 
tain protective advantages which, taken 
together, afford his investment a relative 
degree of safety—greater in most cases 
than he could possibly achieve by him- 
self. These advantages are inherent in 
the nature of Funds, and include: 


1. Protection of principal — Most 
Mutual Funds, except those of an avow- 
ed speculative nature, afford the inves- 
tor a greater degree of stability than do 
individual stocks, and protection from 
total loss by reason of their diversifica- 
tion over many companies, industries, 
and types of securities. Mutual Funds 
usually reflect composite market action, 
which tends to level the much wider 
swings of the component stocks and 


bonds. 


2. Continuity of income—The record 
shows that Mutual Funds of the “open 
end” type have paid dividends in every 
quarter, or other scheduled period, since 
their inception. The amount of the 
dividends will vary, but the shareholder 
is assured of receiving a regular return 
commensurate with the average quality 
of the many securities in the portfolio. 


3. Competent management—Although 
Fund managers do make honest errors 
of judgment in the selection of certain 
securities, these errors are likely to be 
less serious and more quickly corrected 
than those of less well-informed in- 
vestors. Certain restraints are placed on 
Mutual Fund managements, nearly all 


*The charge is usually much less on purchases 
of over $25,000. 


Manager, Mutual Funds Dept., Kidder, Peabody & Co., New York 





of which are registered under the Invest- 
ment Company Act of 1940, Perform- 
ance records, moreover, are the subject 
of continuous comparison, 

4. Liquidity—Repurchase provisions 
are clearly defined in the Investment 
Company Act of 1940. Nearly all Funds 
redeem their shares at prices equal to 
the net asset value underlying each 
share. This enables the investor to 
liquidate any portion of his holdings 
quickly a fact of great importance to 
trustees with large holdings and numer- 
ous accounts. Investors in individual 
securities must sometimes wait for bids 
on a varied list of issues, some of which 
may not attract buyers within a rea- 
sonable time nor at hoped-for prices. 


5. Convenience — Over a period of 
years owners of Mutual Fund shares are 
spared most of the worries and difficult 
decisions that are the lot of other se- 
curity owners. They automatically dele- 
gate such problems as voting proxies 
and approving changes in capital struc- 
ture to their investment managers, who 
are paid to do a competent job of repre- 
senting their best interests. Fund share- 
holders receive regular quarterly or 
semi-annual dividends, eliminating the 
annoyance of collecting and accounting 
for many small checks or coupons from 
a variety of securities. 


For the estate owner or executor the 
problem of equal gifts and bequests is 
also simplified through the use of 
Mutual Fund shares, since each bene- 
ficiary may be allotted the same amount 
and quality of securities as every other. 
In addition, the donor confers the ad- 
vantages of continuous professional 
management with these shares, protect- 
ing the recipient from his own possible 
inexperience in investment matters. 


‘Buying the Market’ 


Although most shareholders under- 
stand these advantages, they also know 
that their purchase of Mutual Funds 
usually enables them to “buy the 
market”, avoiding the purchase of too 
great a proportion of individual secur- 
ities that might be over-priced. To ex- 
plain this, we must bear in mind that 
prices of individual stocks and bonds 
vary from day to day with the changing 
moods of buyers and sellers. Common 
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BALANCED FUNDS 





American Business Shares —---.----..-.-.-~~- 1939 — ate _ 100.0 — 64.5 166.4 131.0 | 3.19 
Aze-Heaghton Fund —  — ——_____ 1938 — _ — 100.0 — 71.4 189.3 141.7 | 4.01 
ee ew 1938 = ee se 100.0 ss 83.1 213.7 170.5 § 3.58 
Boston Fund bon. wane nanan nnnnnnnnnnnnnnnnnnnennns 1932 103.1 171.9 72.6 100.0 3.46 60.2 164.8 133.7 } 3.61 
Commonwealth Investment nipicnicon iene eaten tment 1932 106.3 168.4 64.4 100.0 3.05 73.5 199.2 170.5 | 2.74 
Eaton & Howard Balanced - 1932 114.5 134.7 80.0 100.0 4.27 73.6 153.6 136.8 | 3.18 
Fully Administered Shares (Group Securities) 1938 — — — 100.0 — 69.4 156.6 131.0 | 2.23 
General Investors Trust © —_____. ___- - 1932 110.0 152.7 71.4 100.0 4.20 65.2 134.7 115.9 § 5.76 
Investors Mutual - [yante Sie See trees t eee 1940 — — a aa Sic 73.5 151.7 133.1 | 3.59 
Johnston Mutual Fund . eee errno eee 1947 — = at = z= = cae 140.6 | — 
Dees ceommes 1932 102.6 174.6 70.3 100.0 Zao 59.6 133.2 120.1 } 3.18 
OO ————=——&z=z——E 1947 ss te =< a Bh ow me: 1338 | — 
George Putnam Fund . aemneesenennenererscainemncenocens 1938 — — — 100.0 2.76 69.2 130.6 114.7 }3.21 
Russell Berg Fund — ee tenins 1944 — — — = — — 155.0 131.3 [2.91 
Scudder Stevens & Clark - . wancosnans 1928 97.4 119.2 75.7 100.0 3.25 80.9 147.7 129.6 $3.22 
Wellington Fund —_ ae seenentnnennienepeannncanemenenns 1928 105.2 143.4 69.5 100.0 2.41 75.0 154.1 135.8 92.98 
Whitehall Fund ——- : paneer 1947 — — — = — — — 140.6 | — 
Wisconsin Investment*** __. seiatimaleteil 1939* — << — 100.0 _ 65.1 219.4 184.3 $1.54 











AVERAGE: BALANCED FUNDS | gpetinniacli ane 105.6 152.1 72.0 Pid 3.22 70.7 160.8 135.9 
STOCK FUNDS 
Affiliated Fund*** —. cn fe area oe 1939 “a oles _ 100.0 = 496 2221 153.6 43.11 
Broad Street Investing Corp. . a ~ a 109.9 156.6 76.6 100.0 3.60 60.1 193.8 150.0 | 4.06 
ES SESE RD TE ' 1932 109.8 168.8 69.6 100.0 1.77 61.0 1712 129.9 $3.19 
Delaware Fund —.... 1937 =! = = 100.0 = 76.1 172.3 








Diversified Investment Fund (N. Y. Stocks) +ee 1944 _ - ili a4 par er 150.3 
Dividend Shares __......-__-_-_____-_-. . 1932 109.0 163.2 70.7 100.0 1.88 62.1 151.6 
Eaton & Howard Stock ae nit 1931 107.1 147.0 74.4 100.0 3.86 62.7 154.8 
Fidelity Fund —_-. 1943 —- — — — — ~- 177.5 
First Mutual Trust Fund - sbiebilcie = ea 1937 -— _- -= 100.0 3.15 59.2 127.2 
Fundamental Investors —........ eee re 1932 105.2 146.0 67.4 100.0 2.98 64.8 206.5 
Incorporated Investors —... 1925 103.6 165.2 80.2 100.0 2.58 63.9 219.3 
Institutional Shares (Stock & Bond Group) . 1944 _ — _ ne ane — 1744 
Investment Co. of America , 1939* — -— — 100.0 — 69.0 192.2 
Investors Management Fund A EEEE 1931 107.7 161.3 66.8 100.0 4.27 67.7 179.1 
Knickerbocker Fund —___- eee Seb eee es eee 1938 — — — 100.0 — 59.8 126.2 
Loomis-Sayles Mutual Fund 1929 72.4 131.7 87.7 100.0 2.54 74.2 188.6 
Loomis-Sayles Second Fund -_... ; 1934 88.3 131.2 92.7 100.0 2.74 71.8 184.5 
Massachusetts Investors Trust - 1924 110.7 147.5 728 100.0 3.88 59.7 151.1 
Massachusetts Investors 2nd Fund 1934 114.2 157.0 70.3 100.0 3.31 57.4 171.3 
Mutual Investment Fund - See eee 1926 129.7 173.4 135 100.0 4.31 56.1 163.5 
National Investors _.. : = 1937* — — 65.9 100.0 3.10 60.7 220.3 
National Securities — Income* _ nO ee 1940 — — —_ —- 66.0 135.1 
New England Fund __ e : 1931 117.4 159.1 70.8 100.0 2.85 61.4 134.4 
Selected American Shares — 1933 123.8 178.1 80.4 100.0 3.30 60.9 172.2 
Sovereign Investors —-.. meee TESTES 1936 166.6 68.6 100.0 1.78 62..5 123.4 
State Street Investment Corp. ' 1924 92.8 155.2 74.0 100.0 3.75 60.7 178.3 
Wall Street Investing Corp. - ee ; 1946 cs ake le ne es ae en 
AVERAGE: S1O0CK FUNDS — — 106.8 156.7 74.4 100.0 3.09 63.4 171.0 
90 STOCK COMPOSITE INDEX _. — 106.7 148.3 67.5 99.2 — 59.3 152.9 1352 §— 
(Standard & Poor’s) 
CONSUMERS PRICE INDEX (BLS.) — —_ — -- 99.6 — 99.6 157.1 158.4 | — 





CALCULATION OF INDEX NUMBERS AND INCOME PERCENTAGES FOR MUTUAL FUNDS 


PRINCIPAL INDEX NUMBER indicates the change between the offering price on Dec. 30, 1939 and subsequent bid price plus all 
distributions from capital gains and other capital sources. 

COL. 1, 2 and 3 represent the figure obtained by dividing the offering prices at the stated dates less capital distributions through 
1939 by the 1939 base offering price. 

COL. 4, offering price on Dec. 30, 1939, is base index number of 100 for all companies. 

COL. 6, 7, 8, 10, 12, 14, 15, and 16 are arrived at in the following manner: To the bid prices at the respective dates indicated are added 
all capital distributions to such date and the resultant sum is divided by the 1939 base offering price. 

COL. 19 represents the current month-end bid (col. 16 less all capital distributions) divided by the 1939 base offering price. 
INCOME PERCENTAGE includes only those dividends paid by the companies out of income earned from dividends and interest 
on their portfolio securities (excluding all capital distributions). 

COL. 5, 9, 11, 13 and 17 represent a figure obtained by dividing such dividends accruing over the annual period ending with the stated 
dates by the average of the twelve month-end offering prices ending on the corresponding dates. 

COL. 20 is a five year average figure which includes the percentage returns in columns 9, 11 and 17 as well as those for the two 
preceding annual periods. 


492 TRUSTS AND ESTATES AUG 





xX 9} MUTUAL INVESTMENT COMPANIES 























8 9 10 11 12 13 14 15 16 17 18 19 20 
——1/m1 7/30/48 6/30/49 Last 24 Mos. 7/30/49 7/30/49 7/30/49 5-Yr. Avg. 
Inc. Inc. Ine. Principal Inc. 12 Mos. Cap. Prin. Less Cum. Pure 
Prin, | % Prin. % Prin. % High Low Prin. % Distr. % Cap. Distr. (Bid) Income % 
131.0 | 3.19 130.5 4.15 120.9 4.35 135.8 120.5 124.8 4.39 1.50 97.0 3.49 
141.7 | 4.01 149.0 4.21 124.9 5.23 158.3 122.6 131.0 5.31 1.06 107.9 3.48 
170.5 | 3.58 175.9 2.94 154.3 3.77 184.9 152.0 159.6 3.82 1.40 126.3 2.72 
133.7 | 3.61 130.5 3.76 126.7 4.81 138.2 121.2 130.1 4.62 — 111.3 3.61 
170.5 | 2.74 171.1 3.30 155.5 4.13 181.5 151.7 161.0 4.16 .98 137.5 2.94 
1368 | 3.18 134.3 3.88 129.9 3.92 141.5 124.5 134.9 3.91 — 126.6 3.38 
131.0 | 2.23 132.3 3.53 116.9 4.49 139.9 114.4 120.8 4.53 .93 100.0 2.94 
115.9 | 5.7 114.0 4.26 | + 96.4 5.50 120.3 95.1 100.4 5.46 .96 85.2 4.84 
133.1 } 3.59 129.7 3.70 | $122.0 4.59 136.4 121.1 126.0 4.60 1.51 105.4 3.61 @ 
140.6 | — 142.9 3.85 | $129.6 4.42 151.9 127.8 133.8 4.45 81 132.7 aw @ 
120.1 } 3.18 117.8 3.69 109.9 4.61 122.4 108.6 114.1 4.62 A3 93.9 3.60 
133.8 | — 135.3 3.88 117.8 4.09 143.1 114.0 120.8 4.14 1.03 119.5 — @ 
1147 }3.21 113.8 3.92 106.0 3.93 119.6 104.6 109.9 3.94 1.27 94.8 3.25 
131.3 |2.91 128.7 3.43 123.5 3.71 135.2 122.4 127.0 3.74 — 122.0 — 
129.6 43.22 126.7 3.87 119.7 4.02 132.9 117.0 123.6 4.03 57 111.9 3.30 
135.8 $2.98 132.2 3.11 129.8 4.14 137.7 125.8 133.5 4.15 1.38 106.8 3.13 
140.6 | — 144.3 S73 7135.5 4.35 151.9 130.6 140.4 4.36 oO 139.2 i 
184.3 91.54 180.4 . L277 171.3 3.11 186.4 167.1 175.6 3.12 3.18 129.5 2.20 
135.9 93.39 135.3 3.72 124.7 4.36 143.0 $122.0 129.2 4.36 1.03 109.0 3.41 
153.6 $3.11 154.6 5.19 141.5 6.16 167.3 136.4 145.5 6.47 2.99 90.4 3.78 
150.0 44.06 145.4 4.47 130.5 5.11 156.8 128.2 135.9 5.16 3.38 111.6 4.00 
129.9 43.19 132.2 3.47 117.0 4.72 143.6 112.5 123.8 4.76 1.45 » 104.0 3.29 
141.6 $1.81 143.3 3.11 130.5 3.89 149.9 127.5 134.0 3.94 3.90 70.4 2.24 
117.9 $5.53 117.3 6.06 102.5 6.20 122.7 99.4 106.5 6.26 == 100.0 ae @ 
1238 43.44 124.1 3.77 115.8 4.50 133.2 112.1 120.2 4.90 1.06 100.7 3.54 
133.2 92.77 136.6 3.37 133.9 3.80 145.3 122.4 140.5 3.79 os 125.8 3.04 
143.8 93.49 149.7 4.68 133.3 5.80 159.6 128.8 139.7 5.83 —- 121.7 3.85 @ 
90.1 92.97 91.1 3.93 + 79.6 5.00 95.9 79.1 82.3 5.05 89 61.1 3.22 
163.9 91.71 171.1 3.66 150. 4.85 184.0 145.8 157.8 4.89 30 134.0 2.91 
160.7 $3.81 163.7 4.78 137.3 6.13 175.7 132.9 143.2 6.22 - 109.5 3,95 
131.5 93.22 133.0 3.80 113.9 5.06 145.2 109.9 NA NA NA NA NA e 
153.1 93.71 158.4 4.11 139.2 4.42 166.9 136.9 144.8 4.48 3.10 106.8 3.36 
148.7 $1.59 153.5 3.94 | $135.6 5.20 165.9 132.3 141.6 5.25 1.54 114.8 3.30 
98.0 93.62 99.8 3.83 85.6 5.43 107.0 83.0 + 88.2 5.82 2.38 = | 3.50 
153.2 §2.79 152.0 3.85 +148.9 3.14 164.6 143.3 152. 3.15 4.86 108.8 2.91 
148.1 92.76 147.8 4.00 | +144.0 3.43 1618 138.4 149.2 3.44 2.55 125.2 3.04 
120.0 94.29 119.3 4.73 | $107.7 5.29 129.7 105.0 113.4 5.31 -= 108.1 4.27 , 
127.7 93.16 130.7 3.61 116.8 4.41 140.1 113.0 122.3 4.45 a 98.8 3.54 
122.5 12.60 124.4 3.60 | $115.5 3.50 134.3 107.9 119.2 aus 3.32 1137 2.93 
165.6 3.14 | 154.7 3.83 | $140.7 4.49 170.6 137.5 148.6 4.53 5.21 124.2 3.24 
96.2 $6.13 96.6 6.25 808 642 | t 998 78.9 84.8 6.51 1.66 74.3 5.98 @ 
119.0 93.09 116.7 3.78 107.1 3.98 125.9 104.2 110.3 4.01 —_— 99.0 3.64 
133.8 $2.75 133.1 3.61 116.3 5.02 144.2 113.8 121.2 5.07 —_— 98.0 3.50 
104.0 42.23 105.1 3.99 90.4 5.61 110.6 89.0 93.1 5.68 .72 70.8 3.08 
154.4 93.89 157.5 2.99 | 7152.3 3.76 165.2 137.5 150.5 3.78 1.07 111.5 2.86 
146.4 92.82 147.2 3.16 135.3 3.59 158.7 132.1 142.0 3.60 —- 142.0 ine 
136.0 93.04 137.1 3.83 124.1 459 | $147.3 119.7 129.3 4.64 2.38 103.4 3.33 
12527— | 1258 — 112.4 — 136.2 107.6 119.5 — — — — 
158.4 | — 173.7 — 169.6 — 174.5 158.4 -- -- a == — 





CAPITAL GAIN DISTRIBUTION column (18) represents the percentage of distribution, if any, from capital gains or any other 





1 sources, for the current annual period. 
COMPANIES ORGANIZED AFTER 1939 are given an initial index number on the date they commence business equal to the aver- 
h age of all those stock or balanced funds in existence at the time. 
e Principal index begins after 1939 base date. NA—Not Available 
d +Ex-dividend on this date. ***Not included in balanced or stock average: 
*Date commenced operation as Mutual Company. Wisconsin Investment Co. balanced fund for too short a_ period. 
**Became Balanced Fund in 1945. Affiliated Fund has leverage due to borrowed capital. 
t {Revisions current table Diversified Investment & National Income are partially invested in 
previous table: high income bonds and preferred stocks. 
| Column 19 for funds organized since 1946. 
Gen’l Investors Trust: Inc., May "48—5.40 Source: Direct from Companies. 
1) Incorporated Investors: Inc., June 48—4.79 
National Securities Income: Prin., June 48—98.5 COPYRIGHT 1949 BY HENRY ANSBACHER LONG. 
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stocks, for example, have little discern- 
ible “value” except as they are desired 
or rejected at public auction. Thus, a 
given stock, selling today at three times 
indicated ,earnings, might easily move 
up or down quite sharply without any 
change in these earnings. Market prices 
reflect future hopes and prospects far 
more than intrinsic values, the latter 
being unrealizable in most cases. 


A simple analogy to the movement of 
stocks may be found in the nebulous 
swarming of small insects floating to- 
gether through the air. At any instant, 
many of the insects may be flying 
counter to the direction of the swarm 
as a whole. A puff of breeze or a fall- 
ing leaf will disturb some and leave 
others unaffected in their individual 
flight. Who could say of any particular 
insect that it is “high” or “low” with- 
out knowing its future course? Never- 
theless, the average “height” of the 
swarm is apparent—one need not specu- 
late on its approximate position. 


So the investor, considering the pur- 
chase of “a few good stocks and bonds”, 
might well think of the market as an 
aggregation of moving securities, each 
with its own “value” or “height” at 
the particular moment of his purchase. 
These “values” will vary widely in re- 
sponse to scores of impulses not yet felt, 
and the yearly variations will often ex- 
ceed by a wide margin the selling 
charges applicable to Mutual Funds. 
The investor should weigh the risk of 
inadvertently buying too many stocks 
or bonds that will later prove to have 
been “high” in price, as against paying 
the small premium for Mutual Funds 
which, by their diversified nature, offer 
a better average of “high” and “low” 
priced issues at any given time. 


False ‘Savings’ 


Does everyone need the “insurance” 
offered by Mutual Funds or merely the 
small investor of limited means? Cannot 
wealthy investors achieve equal results 
on their own? Sometimes they do much 
better, at least for limited periods and 
often with considerably greater exposure 
to risk. The fact remains that most 
wealthy people find it economical to 
hire competent investment counsel, ob- 
tainable also in Mutual Funds, or to 
turn over the management of their in- 
vestments to institutional trustees. 


The technique of investing money, like 
many other activities in modern 
society, has emerged as a difficult and 
specialized profession demanding the 
constant attention of those who engage 
in it. Yet many substantial investors, 





men who have earned money specializ- 
ing in particular activities or professions 
still try to “save” fees and commissions 
by acting on the basis of unpaid, 
sporadic and incomplete advice. They 
waste valuable time and energy chasing 
will-o-the-wisp profits in a field that is 
usually foreign to their talents. They, of 
course, would be the first to expound on 
the difficulties of engaging successfully 
in their own professions, and to recog- 
nize the economy of a fee paid for com- 
petent advice. 

Unquestionably, the reason why so 
many investors have chosen to buy 
Mutual Funds is simply that through 
no other media, except the Common 
Trust Funds, can the investor obtain 
such protection, marketability, diversi- 
fication, continuous supervision and 
convenience. Thus, like insurance, 
Mutual and Common Trust Funds pro- 
vide benefits not otherwise obtaintable. 
The owner of Mutual Fund shares avoids 
most of the risks and uncertainties en- 
countered by other investors in (1) 
selecting, (2) buying, (3) holding, and 
(4) selling various issues. In selecting 
an individual stock, an investor needs 
first to make a careful and thorough 
study of all comparable issues before 
coming to a decision. When buying, he 
must watch for any market influence 
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that may have moved his selection away 
from its usual trading range. In holding 
a stock for any length of time, he risks 
adverse developments unless he has the 
facilities to, watch the situation closely. 
And finally, when he decides to sell his 
stock, he must decide if the then “bid” 
price is adequate or not. In fact, the 
non-professional investor risks far great- 
er loss from a mistake in any one of 
these decisions than the modest amount 
of premium he would pay to purchase 
a Mutual Fund, charged with the re- 
sponsibility of handling all of these de- 
cisions! ; 

Small wonder, then, that public ac- 
ceptance of Mutual Funds is growing 
despite the widely advertised factor of 
the selling charge. Most investors, after 
weighing the benefits and advantages 
against the modest costs involved, are 
finding them to be a highly satisfactory 
answer to the difficult problem of invest- 
ing money prudently and productively. 
It is also becoming apparent that the 
availability of expert management for 
people with modest savings is opening 
the way for more people to become in- 
vestors, and emphasizing the basic ad- 
vantages of institutional service. Just as 
government war and savings bond cam- 
paigns created a new and wider class of 
bondholders, so are Mutual Funds popu- 
larizing equity as well as bond invest- 
ment in the public mind. 

Many years ago the late Justice 
Brandeis recognized the problem faced 
by the non-professional investor and 
posed it in these realistic phrases: “The 
number of securities upon the market is 
very large. For a small investor to make 
an intelligent selection from these—in- 
deed, to pass an intelligent judgment 
upon a single one—is ordinarily im- 
possible. He lacks the ability, the facili- 
tics, the training and the time essential 
to a proper investigation. Unless his 
purchase is to be little better than a 
gamble, he needs the advice of an ex- 
pert, who, combining special knowledge 
with judgment, has the facilities and in- 
centive to make a thorough investiga- 
tion”. 

A A A 
Another Georgia Common 


Fund 


The Citizens and Southern National 
Bank, with head office in Atlanta and 
branches in five other Georgia cities, 
established a discretionary common trust 
fund on July Ist, with fifty accounts 
participating to the aggregate of slight- 
ly more than $25,000. Vice president A. 
M. Adamson is in charge of the fund. 

A A A 
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INVESTMENT COMPANIES UNION BOND FUND 


Prospectuses on request from 


your investment dealer or 


LORD, ABBETT & Co. 
63 Wall Street, New York 


CHICAGO NEW ORLEANS 


MEMO TO: 


of Estates, Colleges, 


ee & Institutions 


Endowments 


SUBJECT: 


How To Simplify Your 


Investment Problems 


fraternal 


her institutions Own ayue 
election of these Funds, they 
sional manage- 
low cost. 
and wide 


s, schools, pension plans, 


Today, many estate 
organizations and ot 
Funds. Through proper ¢ Sa 
are obtaining the na phasmirar 
for their cap 
psn supervision, regular paces 
liversification are among the many wed 
“To learn more about Mutual Funds 


m 
4 ment proble . 
; lif Our institu t 

can simplily J 


we invite your inquiries. 


w they 


tion’s inves 


Address Manager: 


MUTUAL FUNDS DEPARTMENT 


Recommendations based solely on your needs 


KIDDER, PEABODY ®& CO. 
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Harry Simmons, Management Con- 
sultant, prepared the following public 
relations check list which appeared in 
a recent issue of Advertising and 
Selling. Excerpts are reprinted below 


because of the thoroughness of the 
list and its application to the prob- 
lems of the bank public relations ex- 
ecutive.—Editor’s Note. 


HE Modern Director of Public Re- 

lations must be a man who has had 
wide experience in several divisions of 
business operations. 

The prime excuse for his job is his 
ability to develop and generate good- 
will for his business in a wide range of 
constructive activities. 

There follows a check list of “35 
Functions of Modern Public Relations 
Department.” 

The information in this check list can 
be helpful to directors of public relations 
in creating and developing organization 
charts for their departments. 


1. Administration 


Departmental organization 

Planning operations, current and long 
range 

Budgets and appropriations 

Charting operational details 

Office space, layout, etc. 

Delegating duties to assistants 

Contacts with top management. and di- 

rectors 

Coordinate outside departmental efforts 

Plan and schedule various campaigns 


Interpret policies and programs to en- 
tire organization 
Approve fees for outside consultants 
Public relations counsel 
Advertising agency relations 
Participate in trade association 
activities 
Files and scrapbooks 
2. Advertising (Product) 
Advertising department organization 
Commercial advertising campaigns 
Supervising themes and programs 
Supervising media selection 
Advertising agency relations 
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CHECK LIST OF FUNCTIONS 


FOR PUBLIC RELATIONS DEPARTMENTS 


3. Advertising (Public 
Relations ) 
Institutional advertising 
Advertising to public groups 
Advertising to communities 
Advertising special projects 
Educational advertising 


4. Advertising Agency 
Relations 


Supervise selection of advertising 
agency 

Supervise advertising agency efforts 

Contacts with advertising agency 

Developing advertising agency help on 
public relations 


5. Books and Pamphlets 


Company histories 

Executive biographies 

Stories of company activities 

Reports of industry-wide activities 

Pamphlets and folders for educational 
activities of: employees, salesmen, 
school and college use, discussion of 
public questions, etc. 

Annual ‘reports to stockholders and em- 
ployees 


6. Budgets 
Allocation of budgets for current and 
long range operations 


Breaking down budgets for various di- 
visions and departments 


Budgeting for emergency reserves 
Appropriations for outside counsel 


7. Community Relations 


Building community good-will 
Community welfare work 
Civic projects 

Seasonal projects 

School and college activities 


Contacts with religious units, consumer 
groups, clubs and societies 


Contacts with children’s groups 
Local, State and Federal campaigns 


8. Company contacts 
Contacts with top management and 
directors 


Informing all executives about public 
relations activities 











Keeping employees informed on certain 
public relations activities 


Coordinating all company public rela- 
tions efforts 


9. Competitor Relations 


Industry betterment programs 

Placing industry’s position before the 
public 

Discussing labor problems 

Trade relations activities 

Checking on competitors’ activities 


10. Coordination 
Contacts with top management and 
directors 


Coordinating all company public rela- 
tions activities 


Coordinating branch management 
efforts 


Coordinating public relations work 


of employees and salesmen 


Coordinating public relations efforts of 
all outside agencies and outlets 


11. Customer Relations 


Books, pamphlets, reports 

Letters and folders 

Direct mail campaigns 

Contacting consumer groups 
Motion picture programs 

Outside house organs or magazines 
Open house events 

Seasonal events 

Institutional advertising 


Occasional statements through paid 
advertising 


12. Educational Activities 


Educational work with employees and 
salesmen, schools, colleges and uni- 
versities, business colleges, the gen- 
eral public, dealers and distributors, 
customer and consumer groups 


13. Employee Relations 


House organs and newspapers 
Letters and bulletins 

Books, pamphlets and folders 
Reports of company activities 
Guidebooks and handbooks 
Suggestion systems 


Developing modern personnel programs 
and departments 
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Office modernization programs 
Factory modernization programs 


Recognition systems, service awards, 
achievement rewards, etc. 


Stressing promotions from employees’ 
ranks 

Free medical consultations 

Free legal advice 

Life, accident, and health insurance 
plans 


Recreational activities 

Home service aetivities 

Housing assistance 

Savings Unions, commissaries, etc. 


14, General Public Relations 
General publicity 
Newspaper and magazine advertising 
Outdoor and transportation advertising 
Motion picture programs 
Radio and television schedules 
Direct mail campaigns 
Public speaking activities 


15. Government Relations 


Contacts with officials, legislators, etc. 


Educational efforts through 
bulletins, publications, etc. 


letters, 


Inspection visits to factories and plant 
headquarters 

Statements of policy through paid ad- 
vertising media 

Cooperation on civic, state and national 
projects 


16. Human Relations 


Building personal dignity of employees 

through contacts and recognition 

Building security plans for employee 
protection (see “Employee Rela- 
tions” ) 

Stressing company promotions from 
the ranks 


Building modern personnel policies and 
departments 


Plans for cooperative or multiple 
management 


17. International Relations 
Picturing the American way of life to 
foreign groups 
Selling American business ideas abroad 
Contacts with foreign business, cultural 
and civic groups 
Contacts with consular representatives 
here and abroad 


Contacts with United Nations repre- 
sentatives 


18. Labor Relations 


Labor union contacts and activities 


Aucust 1949 


Contract discussions 
Meetings and conferences 
Betterment of working conditions 


Educational activities through letters, 
bulletins, publications 


Locking the barn door before the horse 
is stolen! 

Statements through press publicity and 
in paid space 

Building modern:personnel policies and 
departments 


19. Legislative Activities 
Recognized public lobbying 
Personal contacts 


Educational activities through letters, 
bulletins, publications, etc. 


Responsible, constructive propaganda 


campaigns 
20. Magazine Publicity 


Article writing 
Inspiring editorials 
Paid advertisements 


21. Merchandising 


Merchandising the public _ relations 
material through various channels to 
the final recipients 


22. Opinion Polis 
Determining company position § or 
product desirability and acceptance 


Determining changes needed in old 
products or need for new products 


Determining type of services desired 


Determining amount of good-will and 
understanding available 


Determining public’s attitude on spe- 
cific problems 


23. Personnel 


Modernizing personnel 
better human relations 


policies for 
Modernizing personnel departments 


Directing personnel department in ac- 
cord with newer company policies 


24. Planning 
Scope of public relations effort 


Planning operations on current or long 
range basis 


Translating company policies into pub- 
lic relations terms 


Aid to top management 
Planning for prestige and good-will 
Planning departmental organization 


Planning for cooperation of public re- 
lations counsel and advertising agency 


25. Policies and Procedures 


Translating company policies into pub- 
lic relations terms 


Aid to top management in planning 
company policies 
Set up clear cut policies for staff 


Set up clear channels for operating 
procedures 


Set up policies on executive publicity 
distinct from company publicity 


Set up detailed policies on labor rela- 
tions problems 
Chart operational details 


Interpret policies and programs to entire 
organization 


Develop procedures for working with 
sales, sales promotion, and advertis- 


ing departments 


26. Press Relations 


Contacts with editors, reporters, etc. 


27. Production 
Publicity writing 
Art and layout department 
Sign painting 
Printing and engravings 
Cuis and mats 


28. Public Relations Counsel 


The consultant’s place in the public 
relations department 

Benefitting from consultant’s outside 
viewpoint and unbiased opinion 

Delegating duties to the public relations 
counsel 

Surrounding the business with a good 
public relations atmosphere 

Use modern mechanics of publicity, 
such as: publicity writing, photo- 
graphs, wire services, distribution 
problems, article writing, radio and 
television, product advertising, insti- 
tutional advertising, public relations 
advertising, direct mail advertising, 
outdoor advertising, transportation 
advertising, motion pictures, house 
organs, sales promotion, public speak- 
ing, fairs and exhibits, stunts and 
parades, meetings and conventions, 
window displays, lobby and hall dis- 
plays, letters and folders, books and 
pamphlets, annual reports 


29. Public Speaking 


Executives’ appearances before outside 
groups 

Writing speeches 

Distributing speeches 

Publicity on speaking appearances 

Helps in public speaking 


30. Publicity Tools 


Using modern publicity tools. 
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31. Research 
Checking results of commercial research 


Suggesting research projects on specific 
problems 


Developing opinion polls and question- 
naires 


MEREDITH 
GALLERIES 


16 East 52ND STREET 


NEW YORK 22, N. Y. 
PLAZA 3-0572 


SALES AT PUBLIC AUCTION 
FOR ESTATES OR INDIVIDUALS 


ANTIQUES, FURNITURE, 
FURNISHINGS, PORCE- 
LAINS, 


PAINTINGS, 
RUGS, SILVER, JEWELRY, 


etc. 


LITERARY PROPERTIES. 
ACCEPTED APPRAISERS 
FOR INHERITANCE TAX, 
INSURANCE, etc. 


Bank References Upon 
Request 


Under the Personal Supervision 
of 
Mr. BRADLEY DELEHANTY & 
Mr. STANLEY SOLON 





New Yorx« Trust 
COMPANY 


Sixty Years of Trust Service 
Capital Funds over $65,000,000 


100 Broadway 
Madison Avenue and 4oth Street 
Ten Rockefeller Plaza 


Member Federal Deposit Insurance Corporation 





Applying research results to solving 
public relations problems 


Using research results in publicity 


32. Sales Promotion 
Putting the public relations “feel” into 
sales promotion work ‘ 


Building effective publicity out of sales 
promotion activities 

Using specific sales promotion pieces 
as public relations ammunition 


Building a public relations character 
around the sales promotion depart- 
ment 


Using the many interesting sales pro- 
motion publicity tools in public rela- 
tions campaigns 


33. Social Welfare 


Welfare work in the plant 


Welfare work in the community: social, 
recreational, medical, civic, educa- 
tional and religious activities 


34. Stockholder Relations 


Annual reports to stockholders 
Letters and bulletins 

House organs 

Open houses 

Reports on new products 


35. Trade Relations 


Contacts with competitors 


Participation in trade association 
activities 
Merchandising the public relations ma- 


terial to all outside contacts. 
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RETIRING PLAYGROUNDS DIRECTOR 
HONORED 





Mrs. Phoebe Hall Valentine, retiring execu- 
tive director of the Smith Memorial Play- 
grounds, is shown receiving a-silver platter 
from Stanley W. Cousley, president of the 
Fidelity-Philadelphia Trust Co. Mr. Cousley 
presented the platter in appreciation of Mrs. 
Vaientine’s 28 years of service during which 
more than $2,000,000 was disbursed from the 
fund established by the late Richard Smith. 
The company is trustee of the fund. 








Discussion Group Stimulates 


Thought 


Five and a half years ago Esso Stand- 
ard Oil Company of Pennsylvania in- 
vited some of Philadelphia’s community 
leaders to lunch and to talk over the 
possibilities of forming a _ discussion 
group in their city. All accepted, some 
out of curiosity, some with skepticism. 
Today that group of more than forty in- 
businessmen, ministers, labor 
representatives, educators, and a good 
cross-section of American life. 
















Subjects discussed have been as far- 
ranging as a daily newspaper: “What 
does it mean to be loyal to America?”, 
full employment, human problems of 
reconversion following the war, collec- 
tive bargaining, inflation, the Marshall 
Plan, civil rights, subsidies and of course 
before last November, the presidential 
election. Tempers exploded over the 
signing of non-Communist affidavits re- 
quired under the Taft-Hartley Law, but 
in the end, though agreement may not 
have been reached, the wide variety of 
view points expressed was seen to have 
been of great value. 














A vice president of Esso Standard of 
Pennsylvania said, “This has been a 
unique experience. Again and again the 
meetings have shown me the great value 
of obtaining the opinions of others. Ex- 
posure to new ideas stimulates my own 
thinking and improves upon it.” That 
was the idea of forming the group. 
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Trust Assets and Gross Earnings 


Rise 


The volume of personal trust assets 
administered by trust departments of na- 
tional banks increased in 1948, accord- 
ing to the recently released annual re- 
port of Comptroller of the Currency 
Preston Delano. As of the last day of 


the year, 1,505 banks were handling in- 
dividual trust funds aggregating $20,- 
420,435,348, as compared with $19,434,- 
797,446 for 1,511 banks on December 
31, 1947. 

The number of individual trust ac- 
counts rose from 168,477 to 172,719, 
with the average in each account again 
increasing from $115,356 to $118,229. 


The average volume of trusts in each de- 
partment advanced from $12,862,209 to 
$13,568,396. 

Gross earnings from trust department 
activities increased from $55,063,000 to 
$59,383,000, with the average moving 
up from $37,945 to $41,112. The ratio 
of trust earnings to total operating 
earnings of all national banks, includ- 





Classification of investments in living and court trust accounts under administration by the active national bank trust departments Dec. 31, 1948 















































Trust investments classified according to . Real-estate : Total 
eapital of banks administering trusts Bonds Percent Stocks Percent mortgages Percent | Real-estate | Percent | Miscellaneous| Percent Pn 
Banks with capital of $25,000. ___- eee $118, 138 74.78 $7,965 5.04 $8,000 5.07 $20,250 12.82 $3,622 $157,975 
Banks with capital of $25,001 to $50,000_-_._-- 2,566,322 56.48 1,021,625 22.49 346,381 7.62 538, 933 11.86 70,329 4,543,590 
Banks with capital of $50,001 to $100,000_____- 24,774,224 46.57 16,811,631 31.60 3,373,943 6.34 7,129,945 13.40 1,110,667 53,200,410 
Banks with capital of $100,001 to $200,000--__- 132,674,674 48.37 86, 763,927 31.63 24,953,736 9.10 | 22,407,942 8.17 7,475,632 274,275,911 
Banks with capital of $200,001 to $500,000-___- 355,341,753 40.72 304,761,859 34.92 | 119,878,695 13.74 | 58,490,797 6.70 » 245,954 872,719,058 
Banks with capital of $500,001 and oyer__.____- 10, 201,274,597 67.34 | 3,525, 966,754 23.28 | 556,019,393 3.67 | 459,283,994 3.03 | 406,547,079 15, 149,091,817 
ER Se eee See: erent 10,716,749, 708 65.53 | 3,935,333, 761 24.06 | 704,580,148 4.31 | 547,871,861 3.35 | 449,453, 283 16,353,988, 761 
Fiduciary activities of national banks by Federal Reserve districts as of Dec. 31, 1948 
ee P : Number of individual trusts Number Trust 
Number with a a a Aad =— Soeiios a of cor- Bond issues | department 
r 8) nkKsS autbor) rf . -; tandi: gross 
Federal Reserve districts exercising | but not authorised | authorized authorised to indvvidual ey ao ba earnings 
. - to exercise to exercise exercise pa n 
fiduciary | exercising A : : Li Court trusts bei acts fi 
powers | fiduciary fiduciary fiduciary fiduciary ratte ye Total _ naa. Scans p Dec 
powers powers powers powers tered 31, 1948 F 
a sda ears niga 164 36 200 $105, 261,667 $4,175,534, 155 4,751 6,458 11,209 | $1,324,532,369 455 $338,077,027 | $4,299,000 
OS ae 234 27 261 | 304,765,974 | 14,136,607,817 5,444 8,791 | 14,235 | 1,771,007,274 1,068 | 4,714,264,642 | 10,484,000 
eae 225 9 234 | 101,103,830 | 3,869,344,484 7,800 | 16,393 | 24,193 544,727,432 364° 65,679,842 | 2,720,000 
| SS ees 106 12 118 | 158,015,000 | 5,460,546,058 | 10,849 | 10,404 | 21,253 | 2,541,260,825 2,544 693,251,259 | 6,854,000 
—__ ates a NRA ER RS eR 130 21 151 63,125,500 | 3,255,637, 256 6,426 6,364 | 12,790 765,437,377 391 365,289,453 | 2,868,000 
ee 95 21 116 | 83,173,500 | 4,512,042,127 | 5,142 | 3,924] 9,066] 1,180,913,434 997 433,073,924 | 3,007,000 
ile moi wrecer acces 190 42 232 242,140,000 | 11,556,293,978 29,047 8,418 37,465 7,272,592, 802 7,920 2,779,328,940 | 11,482,000 
eee 94 28 122 | 47,464,000 | 2,665,995,425 | 2,335 | 2,703 | 5,038 229,675,038 1,264 132,230,732 | 1,109,000 
rae 46 19 65 | 36,980,000 | 2,101,990,402 | 2,675 | 2,931 5,606 | 1,286,889,222 377 99,773,679 | 1,976,000 
res 100 37 137 58,600,000 | 3,502,599,773 3,606 2,724 6,330 970,264,975 3,943 390,064,177 | 2,025,000 
bewenwccwasocccnrecewacsecs 64 25 89 83, 230,000 4,203, 237,669 3,515 686 4,201 499,904, 262 857 317,309, 225 1,823,000 
SS eae 57 7 64 244,921,375 | 14,080,824, 216 12,249 9,084 21,333 2,033, 230,338 1,641 681,402,033 | 10,736,000 
WN ccditeck lk Ses 1,505 284 1,789 |1,528,780,846 | 73,520,653,360 93,839 | 78,880 | 172,719 | 20,420,435,348 | 21,821 | 11,009,744,933 | 59,383,000 


FIDUCIARY ACTIVITIES OF NATIONAL BANKS AS OF DEC. 31, 1943 


From report of Comptroller of the Currency 






























‘ : ‘ $25,001 to $50,001 t 100,001 t 200,001 t ,001 and 
Banks with capital of — $25,000 $50,000 $160,000 | *so00-000° | °$500,000° | over Total 
Number of national banks with trust powers but not administering trusts... --.----- il 48 111 67 35 12 284 
Number of national banks with trust powers administering trusts........-...----.-- 9 49 268 456 408 315 1,505 
Total number of national banks authorized to exercise trust powers_...-.--.--- 20 97 379 523 443 327 1,789 
Total assets of national banks with trust powers but not administering trusts__.._- - - - $20,807,038 |$127,750,728 | $552,221,350 | $569,402,693 | $610,414,068 | $1,330,886,346 | $3,211,482, 223 
Total assets of naticnal banks with trust powers administering trusts........-------- 16,997,593 | 137,010,017 |1,371,121,525 |3,603,320,576 |7,011,802,815 | 58,168,918,611 | 70,309, 171,137 
Total assets of national banks authorized to exercise trust powers... --.------- $7,804,631 | 264,760,745 |1,923,342,875 |4,172,723,269 |7,622, 216,883 | 59,499,804,957 | 73,520,653,360 
Trust Assets 
LE SE eRe | en AE ar eee ne Ee $157,975 | $4,543,590 | $53,200,410 | $274,275,911 | $872,719,058 |$15, 149,091,817 |$16,353,988, 761 
EER SER LEE ALI ET, Ey eae ene 6,702 219,911 , 064,803 5,539,068 11,060, 192 200,830,026 219,720,702 
| Sa ee eA peal eds BRE Se TIE AS he 23,840 866,958 6,245,895 24,685,393 55,839, 143 534,539,653 622, 200, 882 
ERE SRS ETE eS SSeS RRS 8,013 40,803 6,310,636 14,070, 286 86,885,926 | 3,117,209,339 | 3,224,525,003 
EE ee eee Oe Ne Eas TS ee A Sea ee 196,530 5,671,262 67,821,744 | 318,570,658 |1,026,504,319 19,001, 670,835 20, 420, 435, 348 
; Trust Liabilities 

EEE CIN LBA LIE EEO «ME SO $2,017 | $1,259,876 | $29,218,261 | $164,192,705 | $650,654,106 |$16,479,046,887 |$17,324,373,852 
SERBS ease ch a RS Rr eR (1 eS 194,513 4,411,386 38,603,483 | 154,377,953 | 375,850,213 | 2,522,623,948 | 3,096,061,496 
Total... ....2.------------------ 2 oon o anno nnn nn nn non nen enweeneese=e] 196,530 5,671,262 67,821,744 | 318,570,658 |1,026,504,319 | 19,001,670,835 | 20,420, 435,348 
Total volume of bond issues outstanding for which banks are acting as trustee... -- $47,700 $55,875 $5,647,155 | $129,814,740 | $269,069,798 |$10,605, 109,665 |$11,009, 744,933 
Number of national banks administering private trusts............----- oniceeccnes 1 26 196 375 372 309 1,279 
Number of national banks administering court trusts..................------------ 9 44 242 430 382 300 1,407 
Number of national banks administering corporate trusts_.............-.----------- 1 6 58 173 207 263 708 
Number of living trusts being administered.............-..----------------------- 1 107 1,320 6,109 19,154 67,148 93,839 
Number of court trusts being administered_...................-...-..------------ 24 411 3,283 11,562 18,577 45,023 78,880 
Total number of individual trusts being administered__...........----------- 25 518 4,603 17,671 37,731 112,171 172,719 
Number of corporate trusts being administered......................------------- 1 8 114 550 1,227 19,921 21,821 
Total number of trusts being administered. ...................------------- 26 526 4,717 18,221 38,958 132,092 194,540 
Average volume of individual ee nee $21,837 $115,740 $253,066 $698,620 $2,515,942 $60,322,765 $13,568,396 
Average volume of trust assets in each individual trust_._.............------------- $7,861 $10,948 $14,734 $18,028 $27, 206 $169,399 $118,229 
Average gross earnings per trust for year ended Dec. 31, 1948.......-..------------- $97 $91 $124 $123 $140 $386 $305 

Average gross earnings per trust department reporting trust earnings for year ended r 
9 | Staines iain ie alts cae Ra A $314 $1,067 $2,390 $5, 187 $13,599 $162,544 $41,112 
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ing non-trust department, declined 


slightly from 3.2% to 3.12%. 

The San Francisco Reserve District 
remained second to Chicago in gross 
earnings, with New York rejoining the 
$10,000,000 class. 

For the second straight year, the num- 
ber of corporate trusts administered 
showed an increase, from 20,195 to 21,- 
821, volume also rising from $9,442,- 
840,717 to $11,009,744,933. 

Reversing slightly the trend of the 
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YEAR OF 
CONSECUTIVE 
DIVIDEND 
PAYMENTS 


SOUTHERN CALIFORNIA 
EDISON COMPANY 


CUMULATIVE PREFERRED STOCK, 
4.88% SERIES, DIVIDEND No. 7 


The Board of Directors has author- 
ized the payment of a dividend 
of 3014 cents per share on the 
Cumulative Preferred Stock, 4.88% 
Series, payable August 31, 1949, 
to stockholders of record August 
5, 1949. 
T. J. GAMBLE 
Secretary 


July 15, 1949 









QOhio’s Oldest Trust Company 


Gincinnati, Ohio 





previous year, the percentage of invest- 
ments in bonds dropped from 66.5% to 
65.5% and stocks inched up from 23.6% 
to 24.06%. 


Tables showing these and other de- 
tails are reproduced on page 499. Furth- 
er comparisons may be made by refer- 
ence to last year’s report summarized 


in Sept. 48 T&E, p. 215. 
a & a 
Income Cuts 


With personal income in a declining 
trend this year (first in ten years’ ex- 
cept for a brief drop during the war) 
investors will take a smaller reduction 
than will wage and salary earners, ac- 
cording to U. S. News & World Report. 
Investors, whose incomes rose from 
$13.1 billion in 1940 to $24.6 billion in 
1948, are expected to go down to $23.4 
billion this year. 

Wages and salary earners will take a 
cut of more than $7 billion for the year, 
having enjoyed an income of $48.9 
billion in 1940, risen to $132.3 billion 
last year, and probably to fall to $125.1 
billion this year. Self employed went 
from $7.7 billion in 1940 to $25.2 last 
year, are expected to fall to $23.2 bil- 
lion in 1949, Farmers drew $4.9 in 1940 
and may expect $16 billion this year 
which will be a fall of $2.2 from the 
high of 1948. Only Social Security re- 
cipients may look forward to contin- 
ued steady rise: They drew $3.7 billion 
in 1940, $13.1 billion last year, will get 
$15.2 billion in 1949, 

Total income of individuals in 1940 
added up to $78.3 billion in 1940 ($10 
billion more than in 1938) went to 
$132.3 for 1948, to drop to $125.1 bil- 
lion for the current year. 

The income rate by the end of the 
year, however, promises to be higher 
for all groups than for any year except 
the boom year of 1948. 
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Trusts in New Mexico 


The Committee studying the future 
of trust business in New Mexico held 
its first meeting at Santa Fe on June 
11, with J. L. Threadgill (chairman), 
A. V. Wasson and Charles K. Johnson 
present. Trade territories of those banks 
exercising trust powers and those banks 
which might be expected to take an in- 
terest in the possibility of exercising 
trust powers were roughly delineated. 
These were tentatively the Albuquerque, 
Santa Fe, Hobbs, and Roswell-Carlsbad 
trade territories; with Clovis as a fifth 
possibility. 

The methods of study suggested in 







































































Stephenson’s “Should Our Bank Have § 48' 
a Trust Department?” were considered. § P@ 
Mr. Wasson pointed out that little or J the 
no useful information could be obtained J the 
from the tax rolls concerning the value J 4U 
of personal property because of the in- § ¢@! 
adequacy of the records. A study of § ©° 
probate records was agreed on as being J Pu! 
valuable to show something of the divi- 
sion of estate administration business } lik 
between lawyers, banks and individuals, ] ber 
as a guide to trust prospects, and to § fur 
indicate the volume of possible business. ] cer 
Mr. Threadgill brought up the ques- | of: 
tion of adequate and equitable fee sched- § ulti 
ules. It was agreed that the present ad- § 'ral 
ministration fees are too favorable to | anc 
real estate owners, and too unfavorable § ¢lo: 
to those whose estates consist of stocks § tal 
and bonds. The inadequacy of the 5% I 
of income as a guardianship fee was J the 
discussed. terr 
Mr. Wasson pointed out the need of | and 
additional and clarifying legislation for } the 
the guidance and protection of corpo- | Tg! 
rate fiduciaries. Mr. Johnson discussed } ana 
the close relationship necessary between § S0w 
the corporate fiduciary and its legal | cow 
counsel. chai 
The meeting closed with an agreement § °F 
among the members to assemble data § ‘'S" 
on their respective communities and to J 4! 
pool this information for further study §* | 
and report. have 
upol 
AAA last] 
imp) 
Recent Estate Appraisal part 
Ogden Mills Reid, former editor of ms 
The New York Herald Tribune, left a + he 
gross estate of $9,478,112, of which in 
more than half was bequeathed to the PI 
non-taxable Reid Foundation, according 
to a New York estate tax appraisal filed J. ° | 
last month. Federal and state death 9%! 
taxes will run around $1,400,000 on the of a 
next estate of $3,185,700. _ 
f 
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Administrative Auditing 


RESPONSIBILITIES OF A TRUST AUDITOR AND: EXAMINER 


ROBERT C. MASTERS 


Federal Reserve Examiner, Board of Governors of the Federal Reserve System 


VERY large segement of current 

thinking on the part of bank man- 
agement which may be called unsym- 
pathetic to effective audit programs in 
their trust departments has its origin in 
the misconception that examination and 
audit are virtually synonymous; that, be- 
cause of their many mutual interests and 
common purposes they have identical 
purposes and procedures. 


The purpose of trust examination, 
like audit, is protective to depositors, 
beneficiaries and stockholders. The 
function of trust examination is con- 
cerned, then, with the primary problem 
of determining the effect, immediate and 
ultimate, of trust department adminis- 
tration upon the solvency of the bank 
and, collaterally, with an attempt to dis- 
close practices which may be detrimen- 
tal to beneficiaries. 


In working toward these objectives 
the examination process includes a de- 
termination as to whether operations 
and administrative practices conform to 
the requirements of governing laws and 
regulations, the making of various 
analyses and tests to determine the 
soundness and efficiency of fiduciary ac- 
count administration, an appraisal of the 
character and ability of the management 
responsible for the conduct and super- 
vision of the bank’s.trust business, an 
inquiry into administrative policies in 
an effort to determine the effect they 
have had or may, in the future, have 
upon the condition of the bank, and 
lastly, a constant effort looking toward 
improvement in standards of trust de- 
partment operation and administration 
through the offering of constructive and 
helpful suggestions for correction of 
conditions disclosed or for improvement 
in practices and policies. 

Except in very unusual circumstances, 
the examination of a trust department 
includes very few of the characteristics 
of an audit and these are but the basic 


From address before 14th Eastern Regional Con- 


ference, National Association of Bank Auditors 
and Comptrollers. 
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ones, such as record proofs and asset 
verification. The examinaion is not de- 
signed to include audit routines with 
respect to transactions within individual 
accounts. During the course of asset 
verification the examiner gains, bit by 
bit, answers to some of the questions 
with which he is concerned in his over- 
all investigation, but the asset examina- 
tion does not provide them all, by far. 
So he must turn in other directions to 
round out his investigation into the ad- 
ministration of the affairs of the trust 
department. 


Size Imposes Limits 


In the smaller trust departments a 
comprehensive review of the administra- 
tion of each account will provide the 
trained examiner with the information 
required for his appraisal job. But the 
size of many trust departments imposes 
practical limits to such an approach. 
Therefore, the examiner frequently em- 
ploys tests of operations and administra- 
tive practices and reviews of selected in- 
dividual accounts; tests and reviews de- 
veloped through experience and design- 
ed to provide satisfactorily effective ap- 
praisal of the adequacy of practices and 
the soundness of policies. Where com- 
prehensive audits are provided by a 
qualified auditor and an adequate staff, 
with the audit function freed from in- 
volvement in the daily work and inde- 
pendent of the operating management, 
and where complete and informative re- 
ports covering the audit work accom- 
plished are submitted to the board of 
directors or its audit committee, the 
scope of the trust examiner’s investi- 
gation can be reduced materially in 
many of the approaches to his appraisal 
problem. 


The fundamental purpose of an audit 
program is the protection of the bank 
from the danger of loss. In this regard 
the auditor is primarily concerned with 
the establishment of controls and audit 
routines which will be effective in safe- 
guarding the assets for which the bank 


has accepted fiduciary accountability, in 
verifying and authenticating the receipt 
and distribution of invested assets and 
cash, and ensuring that the books and 
records accurately reflect the transac- 
tions involving trust department ac- 
counts. While this is the concern of basic 
auditing, many audit programs do not 
include a scope that broad. Some so- 
called trust department audits cover 
solely such matters as a periodic exami- 
nation of securities in the vault and a 
monthly reconcilement of the bank ac- 
count. 


The responsibility for protecting the 
bank from the possibility of loss arising 
out of the trust function cannot be dis- 
charged adequately by the audit of se- 
curity and cash transactions alone. The 
well-rounded audit program should in- 
clude review of sources of potential lia- 
bility for the bank, peculiar to the trust 
function, and aim at disclosure of liabil- 
ities not yet reflected in the books of ac- 
count. For example, in the development 
and operation of basic audit routines the 
auditor needs to keep his eye on depart- 
mental operations including the assign- 
ment of clerical responsibilities. 

No audit or examination can be pre- 
sumed to be so comprehensive in its 
scope or searching in nature that man- 
agement can feel that a “guarantee” 
against loss has thus been provided. But 
auditors should be cognizant of those 
acts of commission or omission, peculiar 
to the office of a fiduciary, which fre- 
quently are the basis for surcharge, or a 
voluntary settlement under the threat 
of a surcharge action. Losses arising out 
of trust department operations have 
most commonly arisen from breach of 
fiduciary duty rather than from defalca- 
tions of officers or employees. This ap- 
parent fact would seem to compel the 
adoption of an audit scope which will go 
beyond the verification of transactions 
into the field of administrative perform- 
ance. This is what is currently being 
called “functional” or “administrative” 
auditing. 
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There is a strong trend developing 
toward the adoption of more and more 
of the activities which comprise admin- 
istrative auditing. There are two ques- 
tions which commonly arise when the 
matter of administrative auditing is dis- 
cussed. One: Is this a proper field of 
interest for the auditor or is he not un- 
duly treading on the toes of manage- 
ment? Two: How can anything of a 
satisfactorily effective nature be accom- 
plished along these lines without em- 
ployment of highly specialized audit 
personnel? 

Administrative auditing does not con- 


template that the judgment of the audi- 
tor be balanced against that of the trust 
administrator in matters involving the 
exercise of discretion. Administrative 
auditing does not require the auditor to 
duplicate or retrace each and every ad- 
ministrative act involved in the conduct 
of the bank’s trust business. It does not 
require the auditor to interpret ambigu- 
ously worded investment or distributive 
clauses already resolved by trust officers 
and counsel. It does not mean to give to 
the auditor the power of veto on policy 
decisions of the directors or its trust 
committee. 
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CUSTOMER | 


REAL ESTATE 


It may be necessary to employ a trustee quali- 


fied to do business in Illinois when an out-of-state 


trust or estate holds Illinois realty. Then you will find 


it a matter of good judgment to suggest the services 


of Chicago Title and Trust Company. 


We have been continuously active in trust ad- 


ministration since 1887. Our unusual background 


and experience in all real estate matters qualify us 


to give you and your customers full cooperation on 


both corporate and personal trust matters. 


CHICAGO TITLE ano TRUST COMPANY 


111 West Washington Street, Chicago 2, Illinois 





What is proposed in administrative 
auditing is that the auditor take steps to 
determine that certain required adminis. 
trative functions have been performed 
at the time and in the manner which is 
required of the fiduciary by applicable 
laws and regulations and by controlling 
trust instruments. In the discharge of 
this responsibility the auditor should ex. 
pect and should receive the full support 
and cooperation of the directors and 
officers. 


Facilitating Audit 


Administrative auditing is not routine 
and is not easy However, it need not be 
overly complex. But to approach the 
function properly the trust department 
and the audit department must be so 
organized and equipped as to provide 
easy access to complete and authorita- 
tive information concerning the admin- 
istrative requirements of the various ac- 
counts. 


This means the maintenance of satis- 
factory documentary files providing 
good reference facility, the employment 
of adequate synopsis records of invest- 
ment, distributive and other important 
administrative provisions, prepared by 
someone wholly competent to brief a 
trust instrument, the maintenance of ade- 
quate tickler records covering such mat- 
ters as remittances, accountings, charges, 
and the maintenance of satisfactory 
records and files in support of periodic 
committee reviews of the assets of trust 
department accounts. 


Exercise of a fine discretion is needed 
to evolve just the right formula for a 
trust audit which has substance and ef- 
fectiveness, but which is not cumbered 
by routines requiring more effort in 
their performance than is justified by 
the value of the protective results pro- 
duced. 


The auditor undertaking an admin- 
istrative review should be curious about 
such matters as these: 


Have the assets of each trust been 
reviewed by an appropriate commit- 
tee within a period of 12 months? 

Do the investments made for each 
account conform to instrument pro- 
visions? 

Has principal been used for un- 
authorized purposes? 

Is income remitted to proper bene- 
ficiaries? 

Has principal cash remained unit 
vested for an unreasonable period? 


Are there any unusual or unsecul- 
ed overdrafts of principal or income! 


Has there been any unusual delay 
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in the final settlement of decedents’ 
estates or in the closing of terminated 
trusts? 

Have probate accountings been fil- 
ed and statements to beneficiaries 
submitted as required? Have allow- 
ance and assent thereto been obtain- 
ed in accordance with approved prac- 
tice? 

Has the authorization of the trust 
committee been obtained in support 
of sales and purchases of trust as- 
sets? 

Is there a committee vote authoriz- 
ing extraordinary expenditures, com- 
promise settlements, discretionary 
distributions, etc., and have all direc- 
tives of the committee been properly 
carried out? 

Have approvals been obtained in 
support of important actions from 
co-fiduciaries or others sharing con- 
trol or holding a directive power? 

Have charges for the bank’s serv- 
ices been properly computed and 
made against the account? 

Does the correspondence indicate 
any evidence of unsatisfactory condi- 
tions, objections to administration or 
threatened litigation? 


Any audit practices over and above 


those of routine figure-checking begin to 
require special experience and above- 
average qualifications. Successful audit- 
ing demands something more than 
mediocrity. The auditor who is getting 
under the surface of things in his trust 
department does exist. Many are doing 
just that kind of job, and their banks 
and trust departments are much the 
better. 


Need to Arouse Interest 


There is a continuing and pressing 
need to acquaint bank directors with 
their responsibilities and to stimulate 
their interest in the audit and control 
function as an integral part of the bank- 
ing business. Much good could be ac- 
complished in this direction by making 
the periodic reports to directors as in- 
formative and interesting as possible. 
These reports provide an opportunity to 
comment not only upon the scope of 
audit acitivities and the results of investi- 
gations, but also upon suggestions which 
will stimulate the director’s interest in 
the trust department and make him more 
alert to the important part which ade- 
quate audit review has to play in ful- 
fillment of his responsibilities as a di- 
rector of the bank. 
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A Chicago Fiduciary at Your Service 


The Trust Department of this bank has the facilities 
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TRUST PERSONNEL CHANGES 


CALIFORNIA 


San Francisco—At the main office of 
the AMERICAN TRuUsT Co., C. D. Zappet- 
tini was promoted to assistant trust offi- 
cer. 


ILLINOIS 


Chicago—AMERICAN NATIONAL BANK 
& Trust Co. has appointed Luther C. 
Dilatush as a member of the bank’s trust 
investment division. 

Chicago—The following changes were 
made at CHICAGO TITLE & TRUST Co.: 
Gertrude H. Hellenthal, assistant trust 
officer, the only woman trust officer in the 
Loop area, resigned to take up residence 
in California; Harold A. Shircliffe, as- 
sistant trust officer, assumes the duties 
of the late Thomas J. Shields in estate 
planning and counsellor on tax matters; 
Edwin C. King, assistant trust officer, 
transfers from trust new business to the 
probate unit of the trust division. 


INDIANA 


Crawfordsville—Vern W. Livengood, 
formerly cashier and trust officer, has 
been elected president of the CITIZENS 
NATIONAL BANK to succeed the late Wil- 
liam K. Martin. 


Frankfort — Harry F. Otterman has 
been named cashier in addition to trust 
officer, at the FARMERS BANK. 


KENTUCKY 


Lexington—Nat B. Hall has been pro- 
moted to secretary and treasurer to suc- 


ceed J. Robert Smith, who retired after 
40 years with the company. Mr. Smith 
will continue as a director. 


MARYLAND 


STANLEY B. TROTT 


whose election to the presidency of MARYLAND 
TrRusT Co. was reported last month. 


Baltimore—R. M. Smith has been ad- 
vanced to trust officer of MERCANTILE 
TRUST Co. 


MASSACHUSETTS 


Boston—Joseph F. Collins, vice pres- 
ident of the affiliated OLD CoLONY TRUST 
Co., has been elected also a vice president 
of the First National Bank of Boston, in 
the trust division. He has been chief of- 
ficer of personnel in the trust division 
since 1946. 


NEW HAMPSHIRE 


Claremont—Ralph V. Crosby, formerly 
assistant cashier and assistant trust of- 
ficer of CLAREMONT NATIONAL BANK, has 
been elected cashier to succeed Milton C. 
Kling, who resigned as cashier and trust 








Up in the Adirondack-Saranac Lake country of northern New York, members of the 
Bankers Club of New York, employees of Bankers Trust Company, relax this summer 
at their new “Pyramid Camp.” The camp will accommodate about 125 vacationists at a 
time in a round dozen cottages, such as above, each with fireplace and living room. 
The club owns thirty acres and has acquired use of an additional 200 for the vacationists. 
A spacious main lodge is supplemented by tennis courts, ball fields, and diving floats. 
Boating, fishing and a children’s beach rounds out a picture that should send Bankers 
Trust. people back to the city with newly sharpened minds and brightened eyes. 
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officer to accept a similar post in North 
Attleboro, Mass. 


Concord—I. Reed Gourley, formerly 
executive vice president and assistant 
trust officer of the NATIONAL STATE Cap- 
ITAL BANK, has become president and 
trust officer to succeed the late Josiah E. 
Fernald. 


PENNSYLVANIA 


Philadelphia—Roger L. Hubbert has 
been advanced to trust officer of THE 
PENNSYLVANIA COMPANY FOR BANKING 
& TRUSTS. 


TENNESSEE 


Chattanooga — Three new assistant 
trust officers elected at the AMERICAN 
NATIONAL BANK & TRusT Co. are: C. J. 
Lynch, Jr., Edgar H. Lawman, Jr., and 
Maurice H. Martin. All are World War 
II veterans. Mr. Lynch is a law grad- 
uate of the University of Virginia. Mr. 
Lawman is a University of Virginia 
graduate with the degree of economics. 
Mr. Martin, a graduate of Western Ken- 
tucky State Teachers College, had sev- 
eral years with the Bureau of Internal 
Rvenue before joining the bank in 1947. 


BRIEFS 


San Diego, Cal.—Lane D. Webber, for- 
mer vice president and trust officer of the 
First NATIONAL Trust & SAVINGS BANK 
and presently vice president of Southern 
California Edison Co., has been named 
to direct the company’s public relations 
department at Los Angeles. He continues 
as a director of the Bank. 


Los Angeles, Cal.—A. L. Lathrop, vice 
president in charge of the trust depart- 
ment of UNION BANK & Trust Co., was 
re-elected treasurer of the Los Angeles 
Downtown Business Men’s Association. 


Chicago, Ill.—H. W. Hawkins, trust of- 
ficer of Ciry NATIONAL BANK & TRUST 
Co. since its formation, recently com- 
pleted 50 years of service, and was hon- 
ored by his fellow officers at a reception. 
He was presented with a Sterling Silver 
Paul Revere bowl. 


Chicago, IIl—THE NORTHERN TRUST 
Co. celebrated its sixtieth anniversary on 
August 12. That date also marked the 
completion of an expansion and modern- 
ization program started in 1938. The com- 
pany opened for business in Room B of 
the Rookery Building. In 1906 the bank 
erected its own four- story building at the 
northwest corner of La Salle and Monroe 
Streets, and in 1930 two stories were 
added to accommodate the growth of bus- 
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jness in the banking and trust depart- 
ments. 

Before and during the war, a total of 
four and one half floors were leased for 
the Bank’s exclusive use in the Otis 
Building at 10 South La Salle Street. All 
of the bookkeeping and other operating 
activities of the banking, trust and bond 
departments have been moved to these 
quarters which are connected with the 
Bank Building by steel enclosed bridges. 
Primarily to house the bank Junchrooms 
which serve more than 1,200 meals daily, 
and to provide lounge and recreation 
facilities for employes, the four-story 
building at 165 West Madison Street, ad- 
jacent to the west of the Otis Building, 
was acquired. All these leased areas have 
been air-conditioned, sound-proofed and 
remodeled in keeping with the standards 
set by the Bank in 1930. 


The Northern Trust is Chicago’s third 
largest bank, the largest State bank in 
Illinois and twenty-first among the banks 
in the United States with total deposits 
on June 30, 1949 in excess of $600,000,000. 
Solomon A. Smith, who succeeded his 
founding father Byron L. Smith, cele- 
brated his 35th year as president on 
July 21. His sons,.Solomon Byron Smith 
and Edward Byron Smith, executive vice 
presidents, represent the fourth gener- 
ation of the family in Chicago banking. 

Philadelphia, Pa.—Robert F. McCam- 
mon, auditor of the GIRARD TRUST Co., 
has been elected president of the Phila- 
delphia Conference of the National Asso- 
ciation of Bank Auditors and Comptrol- 
lers. 

Pittsburgh, Pa.—George C. Burgwin, 
Jr., vice president and trust officer of 
FIDELITY TRUST Co., has been elected 
president of Elizabeth Steel Magee Hos- 
pital. 

Lynchburg, Va.—Gorham B. Walker, 
Jr., was elected vice president of the 
state trust division of the American 
Bankers Association. He is secretary and 
trust officer of the LYNCHBURG TRUST & 
SAVINGS BANK. 


IN MEMORIAM 


GEORGE ALLNUT, trust officer of ADIRON- 
DACK NATIONAL BANK & Trust Co. Sar- 
anac Lake, N. Y. 


JAMES R. HOOPER, senior vice president 
in charge of the trust department of 
MICHIGAN NATIONAL BANK, Grand 
Rapids. 

CHARLES H. MYLANDER, vice president 
and trust officer of the HUNTINGTON Na- 
TIONAL BANK of Columbus, Ohio, and 
former city editor of Ohio State Journal. 

DANIEL F. O’MEARA, vice president of 
PuBLic NATIONAL BANK & TruST Co., 
New York, N. Y. 

Epwarp B. STARBUCK, vice president in 
trust department of County NATIONAL 
Bank & Trust Co., Santa Barbara, Cal. 
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MERGERS 


Hartford, Conn.—The Comptroller of 
the Currency has approved consolidation 
of the HARTFORD NATIONAL BANK & 
Trust Co. and the First NATIONAL BANK 
under the name of the former, effective 
July 15. First reported in June T&E at 
page 383, authorization was also issued 
to continue operation of the three 
branches which were operated by the 
Hartford National. 

Hartford, Conn.—A merger of the CAP- 
ITOL NATIONAL BANK & TrRusT Co. and 
PHOENIX STATE BANK & TRusT Co. under 
the latter name was approved by direc- 
tors of the two institutions. 

New York, N. Y.—An agreement of 
merger under which FULTON TRusT Co. 
will merge into THE NEW YorK TRUST 
Co., has been approved by the respective 
Boards of the two institutions, according 
to announcement by Charles S. McVeigh 
and John E. Bierwirth, chairman and 
president, respectively, of the two banks. 





CHARLES S. MCVEIGH 


JOHN E. BIERWIRTH 


Following receipt of approval by the 
Superintendent of Banks, this agreement 
will be submitted to the stockholders for 
their approval. 

Upon the merger becoming effective 
the stockholders of Fulton Trust Co. will 
receive $250 a share; all assets and lia- 
bilities and functions of Fulton Trust 
Co. will automatically pass to and be 
assumed by The New York Trust Co. 
and the merged institutions will con- 
tinue as The New York Trust Co. Arthur 
J. Morris, president of Fulton, will be- 
come a vice president of the merged in- 
stitution and the other employees who 
so desire will be given positions in The 
New York Trust Co. at the same rate of 
pay which they now receive. Four of the 
present directors of Fulton Trust Co., 
Mr. McVeigh, Stephen C. Clark, Charles 
J. Nourse and Walter N. Stillman, will 
become directors of The New York Trust 
Co. 


~ 


Newly Elected Officers of 
Corporate Fiduciaries 
Associations 


Arkansas (Trust Committee) 


Chm.: Roy E. Smith, First National 
Bank, El Dorado 


California 
(Southern California Trust Officers) 


Sec.-Tr.: E. L. Booth, Title Insurance 
& Trust Co., Los Angeles 
Connecticut (Trust Division) 
V.P.: Leonard S. Platt, First National 
Bank, Greenwich 
Sec.: G. Harold Welch, New Haven 
Bank N.B.A. 
Treas.: Ralph E. Wadleigh, National 
Bank of Commerce, New London 
Indianapolis 
Pres.: Henry Knaff, American Nation- 
al Bank 
V.P.: Burke Nicholas, Fletcher Trust 
Co. 
Sec-Tr.: J. Albert Smith, Fidelity 
Trust Co. 
Oregon (Trust Powers Committee) 
Chm.: J. Robert Smith, Bank of Cali- 
fornia N.A., Portland 
Seattle & Tacoma Trust Men’s Assn. 
Pres.: E. P. Brevig, University Na- 
tional Bank 
V.P.: Reno Ransom, Seattle-First Na- 
tional Bank 
Sec-Tr.: Hamilton Redman, National 
Bank of Commerce 
Utah Trust Division 
Pres.: Claron O. Spencer, trust officer, 
Zion’s Savings Bank & Trust Co., 
Salt Lake City 
V.P.: James W. Beless, Jr., assistant 


trust officer, Tracy-Collins Trust Co., 
Salt Lake City 


~ 


Newly Elected Vice Presidents 
of Trust Division, ABA 


(Continued from June) 


Conn.—Leonard S. Platt, vice president 
& trust officer, First National Bank, 
Greenwich 

Dist. oF CoLUMBIA—C. H. Pope, pres- 
ident, Munsey Trust Co. 

IpAHO—J. R. Field, trust officer, Idaho 
First National Bank, Boise 

MAINE—Erwin S. Anderson, vice pres- 
ident, Merchants National Bank, Ban- 
gor 

MicH.—Paul Thompson, president, Bay 
Trust Co., Bay City 

MiInn.—C. J. Curley, executive vice pres- 
ident, First Trust Co., St. Paul 

Nev.—Paul Dorman, vice president & 
trust officer, Nevada Bank of Com- 
merce, Reno 

N. H.—Willis E. Underhill, secretary, 
treasurer and trust officer, Portsmouth 
Trust Co. 

N. C.—George D. Vick, trust officer, 
First-Citizens Bank & Trust Co., 
Raleigh 

N. D.—A. O. McLellan, vice president & 
assistant trust officer, Merchants Na- 
tional Bank, Fargo 

OrE.—Julian R. Smith, assistant trust 
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officer, Bank of California N.A., Port- 
land 


R. I.—Lovett C. Ray, president, Citizens 
Trust Co., Providence 


UtaHh—W. W. Romney, vice president, 
National Bank & Trust Co., Salt Lake 


1894 


MARYLAND 
Trust Company 
BALTIMORE 


Member Federal Reserve System 
Since 1917 


1949 


The Capitalabor Team 


Con-Ed Employees Are Given Facts 


Consolidated Edison, billion dollar util- 
ity, last month sent its 30,000 employees 
a report of 1948 activities graphically 
describing but free of.the statistical maze 
common to many reports. An informal 
letter from the chairman and president 
is followed by two pages of short para- 
graphs under the title “What Happened 
to Our Business in 1948.” Marginal notes 
carry the reader along: “Looks Good Ty 
Itself” introduces a paragraph on in- 
creased business, and is followed by 
“Look Here” for a paragraph on operat- 
ing expense, and the word “Results?” be- 
fore the statement that costs absorbed 
increased revenues. 


The report showed that 39% of the 
stock was held by trust funds, educational 
and philanthropic endowments, insurance 
companies, savings banks and other in- 
stitutions. The report also showed that 
more than half the individual stock- 
holders have incomes of less than $5,000 
a year. 


Detailed in a two-page layout are the 
“extras” employees receive in the amount 
of $17,767,681 a year, an average of 
“11.28 a week for each in 1948. These 
“Peace of Mind” extras were pensions, 
group insurance, sick pay, medical ex- 
pense borne by the company, mutual aid 
contributions made by the company, and 
extra pay over and above workmen’s com- 
pensation requirements. 


A AA 





Thank a 
Fx) Jay 
FIRST 


Pillsbarghs Oldest 
Sroist ‘Company 


ESTABLISHED 1863 


PEOPLES FIRST NATIONAL 


BANK & TRUST COMPANY 
Pittsburgh 30, Pa. 


Ineffective House Organs 


Observing that an estimated $50 mil- 
lion is annually invested in house organs, 
Robert Newcomb of Newcomb & Sam. 
mons, Chicago industrial communications 
consultants said, “Many continue to fea- 
ture plant romances and blurred pic- 
tures of babies and fish while manage. 
ment wonders why workers appear tone- 
deaf to its story. 


“Our studies show gossip news is read 
mostly only within the department repre- 
sented. Poll after poll puts this stuff 
down at the bottom of the popularity 
list.” ? 

Edward L. Bernays, public relations 
counsel, on the same topic recently said 
that although management unanimously 
believes that the house organ serves its 
purpose, only 10% of these publications 
discuss such problems as industrial rela- 
tions, wages, dividends, financing, etc., 
in which the employee is most interested. 
Union house organs which wield a tre- 
mendous influence, on the other hand, ef- 
fectively discuss these subjects. The con- 
clusion is that the company must deal 
with fundamental issues. 


Some management has realized the im- 
portance of a candid approach. The Cater- 
pillar Tractor Company, in its house 
organ, News and Views, recently ran a 
front page feature showing pictures of 
the Company’s competitor products, ac- 
cording to The Management Review. Six 
pages inside were given over to progress 
made by competition, with copy pointing 
out that, “Our competition are capital- 
izing on our failure to produce .. . rising 
production costs could soon wipe out 
(our) advantage ... Caterpillar must 
produce or fall by the wayside.” 


Similarly, the Lionel Corporation, 
faced with a slow-down fight against a 
rate declared fair by company, union 
and arbitrator, carried their message in- 
to the homes of employees with the ad- 
vice, “Talk It Over With the Wife.” In 
a few weeks, laggards content with 
smaller take-home pay, if that would 
“teach management a lesson,” were again 
hard at work, and production hummed. 


The Scovill Manufacturing Company 
also met the take-it-easy problem in 4 
frontal attack with a message: “Scovill’s 
management wishes to pay fair wages. 
provide reasonable hours of work with 
suitable working conditions. At the same 
time costs must be reduced through effi- 
cient operation and increased produc- 
tivity . . . We must decide whether we 
want work or unemployment, compensa- 
tion.” 
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TATES 


WHERE THERE'S A WILL 


Ropert L. “BELIEVE - IT - or - NoT” 
RIPLEY gave cash bequests totaling $62,- 
000 to 25 individuals, th elegacies rang- 
ing from $500 to $5,000. All the rest 
of his estate was placed in trust to pay 
the income to Mr. Ripley’s brother and 


sister and the survivor or them. Upon 


the death of the survivor, the trust 
fund is to be distributed, per stirpes, to 
the then surviving issue of the brother 
and sister. 

Mr. Ripley provided that, in the ab- 
sence of aflirmative evidence to the con- 
trary, the executors and trustees—an in- 
dividual and The New York Trust Co.— 
are to be deemed to have exercised rea- 
sonable care and prudence in the man- 
agement of the estate and trust, and shall 
not be liable for any depreciation in 
the value of any property authorized 
to be held or acquired. It might be 
added that Mr. Ripley’s will contained 
none of the flavor of his world famous 
“believe-it-or-not” material. 


A. P. GIANNINI, founder of the Bank 
of America, and creator of institutions 
with resources of many billions of dol- 
lars, left an estate of less than $480,000. 
His only legal heirs, son L. M. Giannini, 
President of Bank of America, and 
daughter Claire Giannini Hoffman, who 
has been elected the bank’s first woman 
director, do not share in the estate. 
They, together with Bank of America, 
are named executors of the will, which 
leaves all the estate to charitable or bene- 
ficient purposes except for nine $1,000 
bequests to near relatives and one per- 
sonal employee. 

Among the charitable bequests, Pro- 
testant, Hebrew and Catholic institutions 
receive $5,000 each. The sum of $25,000 
is to be expended under the direction of 
L. M. Giannini for the benefit of public 
charities and for public playgrounds 
where children of primary or grammar 
school age may play and enjoy them- 
selves, 

In accordance with an intention an- 
nounced by “A.P.” on his 75th birth- 
day in 1945, all the remainder of the 
estate, amounting approximately to 
$430,000, is bequeathed to the Bank of 
America-Giannini Foundation. This 
non-profit corporation was created by 
him to provide funds for the higher 
practical and cultural education of such 
staff members of the bank and other 
concerns with which he was associated 
as demonstrate a capacity to make use 
of such training but have not the means 
to provide it for themselves. In addi- 
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tion, the foundation is to furnish finan- 
cial means for research in the fields of 
medicine and human betterment. 


Wittiam H. LupeEN, originator of 
the menthol candy cough drop, left a 
will executed three days before his 
death at the age of 90. After bequeath- 
ing one-third of his estate to his wife. 
Mr. Luden placed the remainder in two 
trusts, with The Boardwalk National 
Bank of Atlantic City as executor and 
trustee, for the respective benefit of the 
children of his first marriage and the 
children of his second wife. 

He provided that those children who 
have two or more children living at the 
time of his death are to receive one- 
third more than the others. In such 
proportions, the principal of the first 
trust is to be paid out in five annual in- 
stallments beginning four years after 
Mr. Luden’s death, the income to be 
paid to the beneficiaries beginning one 
year after his death. 

The income of the second trust is to 
be accumulated until Mrs. Luden’s 
death. If she leaves a will bequeathing 
not less than one-third of her estate to 
the children of the first wife, the princi- 
pal and income are to be paid out in a 
manner and at times similar to those 
under the first trust, except that pay- 
ments cannot be made before one year 
after Mrs. Luden’s death. 

If she does not leave such a will, the 
principal of the second trust is to be 


added to the first trust, Mr. Luden stat- 
ing that he imposed this requirement 
“so that all of my children will receive 
a fair portion of our estates.” 


It is A STRANGE PARADOX that some 
men who have spent a lifetime in skill- 
fully accumulating or handling wealth 
should bungle the most important ve- 
hicle for transmitting that wealth to 
their family; namely, their will. The 
most recent illustration is to. be found 
in the case of W. A. Julian who, for 
sixteen years prior to his tragic death 
on May 29, was Treasurer of the United 
States, and as such had his signature 
on close to $90 billion of money, of 
which it is estimated that several mil- 
lions were his own. 


Mr. Julian had a will prepared many 
years ago, which was typewritten and 
properly executed and witnessed. Some 
fifteen years later, intending to revise 
the distribution of his estate, he made 
a number of changes in ink, with a 
handwritten explanation of the reasons 
therefor. After each change, Mr. Julian 
signed his name but none was witnessed. 


When the will was submitted to the 
probate judge in Cincinnati, he ruled 
that the attempted changes were inef- 
fective and the will must stand as orig- 
inally written because Mr. Julian had 
not complied with the legal requirements 
for amending a will. The Central Trust 
Co. of Cincinnati is executor of the 
will. 


An Unusuat Expression of commun- 
ity philosophy is contained in the will 


«Across Canada 


from Coast to Coast 


WITH OFFICES READY TO SERVE YOU AT 


HALIFAX 
SAINT JOHN 
QUEBEC 
MONTREAL 


OTTAWA 
TORONTO 
HAMILTON 
WINNIPEG 


CALGARY 
EDMONTON 
VANCOUVER 
VICTORIA 


We invite appointments as Agent to Exec- 
utors of Estates with assets requiring 
administration or transmission in Canada. 


Assets under Administration exceed 


$900,000,000 


“The 


ROYAL 


TRUST 


COMPANY 


HEAD OFFICE 





MONTREAL 





of EMANUEL P. ADLER, late editor of the 
Davenport (Ia.) Daily Times and head 
of the Lee Syndicate of some 15 mid- 
western papers. The first item reads: 


“Being mindful that the City of Daven- 
port and its people have, during my life- 
time in their midst, been extremely kind 
and generous to me in my efforts and 
have enabled me, by their loyal support, to 
become successful, I. wish to acknowledge 
my appreciation of such support by con- 
tributing, in-so-far as I am able, toward 
the perpetuation of some of the institu- 
tions, the maintenance of which guar- 
antees a better citizenship and a cleaner 
municipal life, while at the same time 


“I am a firm believer in the idea that 


every man who comes into a community’ 


a stranger and is enabled to amass a 
competence should show his appreciation 
to the people who have made it possible 
for him to succeed, in two ways. First, by 
giving up a portion of his time while 
living to public work and to doing the 
things which are necessary to be done to 
provide, in a public way, for helping 
others, and in building up a better city and 
a more satisfied people. And, at his death, 
he should show his further appreciation 
in a substantial way, by contributing to 
the institutions which look for public sup- 
port to carry on their worthy work among 
the sick and unfortunate.” 


In keeping with his generous dona- 





"In starting a new trust depart- 


ment, we realized that considerable 


advertising and education would 


be necessary. 


We believed that a 


sustained program was essential 


and, of course, 


that THE PURSE 


COMPANY facilities would be ideal 
to achieve that end." 





Results (in the form of prompt and favorable 
reaction among prospects, plus a gratifying 
flow of new business) justified this trust 
officer’s belief in Purse service. 


Whether you are starting a new trust depart- 
ment, or. looking for new business for your 
already-established trust service, investigate 
Purse advertising programs, designed to fit 
your locality, your bank and your budget. 


Write today. 


THE PURSE COMPANY 
Headquarters for “rust Advertising 


CHATTANOOGA 2, TENNESSEE 


1898 -1949 


tions of time and money during his life. 
time, Mr. Adler by his will divided the 
proceeds of a $25,000 insurance policy, 
obtained for that purpose, among ten 
charitable and religious organizations, 
A bequest of the same amount is pro- 
vided for the construction of a syna- 
gogue. 

To 23 employees of the paper and 
syndicate, he gave bequests ranging 
from $250 to $2,000, and to all other 
employees a sum equal to one-half or 
one-week’s salary, depending on length 
of service (five or ten years). If any of 
the newspapers is to be sold, the exe- 
cutors are to give a reasonable option 
to purchase to the publisher or the 
president of the syndicate. 


Three officers of the Davenport Bank 
and Trust Co., which Mr. Adler named 
as co-executor, will receive $250 each in 
appreciation of cordial relations and ex- 
ceptional services to the bank, which he 
helped to organize during the depression 
and headed for some years without com- 
pensation. The rest of the estate, after 
eleven legacies totalling $27,000, is left 
to Mr. Adler’s son, the co-executor. 


AAA 


““Will Conscious”’ 


During the 1930’s, when a small Bo- 
hemian group inhabited the breath-tak- 
ingly lovely island of Laguna Beach on 
the California coast, they were nick- 
named “Lagunatics”—because of unpre- 
dictable behavior. Since then, artists, 
writers, retired professional and busi- 
ness men have gone to this spot for a 
short stay and have, instead, settled 
down for permanent residence, safe in 
the knowledge that the affairs of the 
future are well taken care of. 

For, it has been said that these people 
“are always drawing up new wills.” The 
local branch of BANK OF AMERICA re- 
ports that an amazing number of safe 
deposit boxes are used daily for a town 
of that size (permanent residents now 
numbering 8500 and box-users 100 a 
day). 

The nickname has been abandoned 
now, because of the perspicacity shown 
in “Making a Will” while still enjoying 
the Art, Culture and Learning of this 
little “heaven on earth.” 

Pete Martin in Saturday Evening Post, July 2, 


1949. 
A A A 

As John A. Straley explains in The 
Investment Dealer's Digest: In a re 
cession you tighten your belt; in a de- 
pression you have no belt; but when you 
have nothing for your belt to hold up— 
that’s a panic. 
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ESTATE ANALYSIS 
in ACTION 


SUPERVISION CREATES GOODWILL 


WONDER to what extent my readers 

have given thought to the importance 
of maintaining supervision over the 
estates which they have planned or col- 
laborated in planning. In the last analy- 
sis the efficacy of the best conceived plan 
depends, not upon its status at the time 
it is completed, but upon its relation to 
the current laws and conditions when it 
becomes operative. 

If the planning involves only the con- 
sideration of a will, trust, or arrange- 
ment of life insurance, little or no super- 
vision is required. In the first place, 
there is no estate plan. If, however, the 
planning objective has been that of en- 
abling the estate owner to transfer the 
maxium in principal and purchasing 
power, consistent with taxes, costs of 
transfer, and the character of the proper- 
ty, the influence of charged factors can- 
not be ignored. 

The most critical point in the passing 
of the estate from its deceased owner to 
his beneficiaries being the liquidation 
of his estate’s liabilities, a favor- 
able ratio of liquid assets to the cash 
requirements is usually sought for and 
established when the estate plan is set 
up. This ratio, however, is never con- 
stant even though there is little or no 
change in amount of taxes. The estate 
owner, can, and often does, destroy it 
in the normal management of his affairs. 
For example: 


From Liquid to Frozen 
The estate of “A” consisted of the 
following items of property: 


ON a. $ 50,000 
Securities 
Insurance in trust 


150,000 
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HEMAN T. POWERS 


Powers System of Estate Analysis, Cleveland 


$ 395,000 
___......$ 500,000 


Surplus for investment $ 105,000 


Three months after his estate plan was 
completed, he sold securities in the 
amount of $250,000 and reinvested this 
amount in unimproved real estate with 
the intention of subdividing. 


Cash requirements 
Current assets __.. 


A regular periodical review of the 
estate plan showed that the cash require- 
ments were still $395,000, but the cur- 
rent assets were only $250,000 with a 
deficit of $145,000. Through a normal 
change in the type of property, a well 
conceived plan was seriously impaired 
and, unless adjustments were made, all 
of the care and thought expended in the 
planning would be futile. 


Market Changes 


Changes in the market value of the 
liquid assets likewise impair what was, 
at the time of planning, adequate liquid- 
ity. There is, for example, the estate of 
“B” which consisted of the following: 


a 
Listed stock 150,000 


Total Current Assets $180,000 


Stock of close corp. —.. $350,000 
Home cmoctccacs Se 


Gross Estate 


Cash requirements 

Debts and claims $40,000 
Adm. Costs _.. 22,000 
Taxes (737 rates) 87,000 


$149,000 
Current assets __.._____-__. 180,000 


Surplus for investment _.$ 31,000 


A review of this estate in December, 
1937, showed: that there was no change 
in the value of the corporation stock or 
the home, but the value of the listed 


stocks had declined to $90,000 and the 
cash had decreased to $30,000. The 
cash requirements were then estimated 
to be: 


Debts and claims __ 
Adin. @OGDB soso cecessecss 
Taxes (1937 rates) 


Tee ic St eee 
Current assets 


Changes in Cash Requirements 


Changes in the cash requirements, 
other than increases in the rates of tax, 
can impair nor destroy the effectiveness 
of what was a well conceived estate 
plan. Illustrative of this is the estate of 
“C” which consisted of the following 


property: 


Life insurance ___ 


Current assets 


Stock of close corp. 
A ee yy 


Gross estate 


Cash requirements 

Debts and claims _________.$ 20,000 
‘ Adm. costs 18,000 

Taxes (after marital ded.) 40,500 


Current assets 
Surplus for investment __$ 21,500 


“C’s” associate in business died sud- 
denly less than three months after the 
estate plan was completed. Under the 
terms of a stock purchase agreement of 
several years standing, “C” bought the 
stock of the decedent, paying cash in 
the amount of $50,000, representing the 
proceeds of insurance carried on the 
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The Complete Tax 
Story for 1949— 


ANALYSES »* REGULATIONS x 
CITATIONS * RECOMMENDATIONS 


Montgomery’s 
FEDERAL TAXES— 1949-50 
ESTATES, TRUSTS & GIFTS 


. everything you need for the 
correct interpretation of the Code 
as amended by regulations of the 
1948 Act; new approaches for new 
tax —— 


FEDERAL TAXES— 1949-50 
CORPORATIONS 
and PARTNERSHIPS 


... essential corporate tax informa- 
tion on the law as it stands today; 
shows the effects of changes and 
consequences of alternatives. 


Send for detailed information to: 


THE RONALD PRESS COMPANY 
1S East 26th Street, New York 10 


REPLACEMENT 
RESERVES 


Management should 
know the excess of re- 
placement cost over 
original cost of its plant 
facilities — a realistic 
approach to measuring 
“earnings after provision 
for replacements”. 


The AMERICAN 


“APPRAISAL 
Company 
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associate’s life by him for the purpose, 
and gave his notes in the amount of 
$50,000 for the balance. A subsequent 
review of his estate plan showed the 
following as the result of the $100,000 
increase in the gross estate by acquisi- 
tion of the associate’s stock: 


Cash requirements 
Debts and claim 


(incl. notes) $ 70,000 
Adm. costs 22,000 
Taxes (after marital ded.) 47,400 
Total $139,400 
Current assets 100,000 


Deficit $ 39,400 

It would seem superfluous even to 
mention the possible impact of court de- 
cisions or departmental memos and rul- 
ings which throw transfers, deemed non- 
taxable at the time of planning, into the 
gross taxable estate. However, a trust 
officer of a large institution told me 
that in making a test to determine the 
practicality of maintaining a close su- 
pervision over the estates of which they 
expected to serve as executor and/or 
trustee, the first one hundred files be- 
ginning with “A” were examined for 
the effect of three recent Supreme Court 
decisions. It was found that thirty per 
cent of the examined estate plans had 
been seriously affected or’ completely 
destroyed by one or more of the de- 
cisions. 

Supervision of planned estates, which 
involves but a nominal amount of time 
and expense, will create goodwill for 
the individual or institution and consti- 
tute a real service to those who will in- 
herit. 


NEWS NOTES 


(Continued from page 479) 


New York’s Legal List Expands 


The amount of corporate bonds on 
New York’s legal list increased $2,500,- 
000,000 in the year ended July 1, 1949, 
and reached a new high level at over 
$16,800,000,000, according to an an- 
nouncement by Elliott V. Bell, Superin- 
tendent of Banks. The list of securities 
considered by the Banking Department 
to be eligible for purchase by savings 
banks of New York State (and indirectly 
now fiduciaries) now contains more 
than three times the dollar amount of 
corporate issues on the list of ten years 
ago. 

The expansion in corporate issues on 








the 1949 legal list just published by 
the Superintendent in accordance with 
the provisions of the Banking Law ha; 
come about in large part through the 
addition of $1,600,000,000 of securities 
by Banking Board action. Since publi. 










cation of the 1948 list the Banking re 
Board has authorized 41 rail “issues of | 
amounting to $247,736,000, eight tele. line 
phone company issues for $869,372.900, f ih. 
bonds and debentures of fifteen electric tne 
and gas utilities totaling $298,500.000,§ og ; 
and three industrial issues amounting to hes 
$190,000,000. mig 

Following the practice started las for 
year, the list is published with an apf ¢ 





pendix containing a reprint of the legal 
investment statute and a detailed listing 
of issues which appear to qualify for 
savings banks under statutes other than 
the Banking Law. These bonds are 
principally those of various housing au:- 
thorities and other public agencies. 







In an introductory note, Mr. Bel 
states: “The fact that a security ap- 
pears upon the list does not indicate that 
the Banking Department considers it a 













proper investment under all circum: “ 
stances for the funds of any individual 
savings bank. The question of whether 
a savings bank should purchase a partic f§ 
ular security which appears upon th > 
list is one which should be determinei §® ™ 
in each case by the management of the § "0" 
savings bank on the basis of all relevant §"°" 
facts.” 
A BAB A 
P. 
o 
Company Pensions |‘: 





(Continued from page 474) 





of this important benefit of employment 
with this company, and look forward to 
their eligibility. The company’s satis 
faction with the presentation is a com 
pelling consideration, and is based 
careful evaluation of employee reaction 






This account is offered as an example 
of the application of some valid ant 
pertinent principles of effective persot- 
nel communication, through practical 
techniques, to an important phase of the 
company pension plan. For a variety o 
reasons there is plenty of room for in- 
provement in the example cited. 












Too many companies, however, hav? 
ignored or surrendered the great potel- 
tial advantages, in employee morale and 
attitude, that can result from under 
standing and appreciation of a sound 
company pension plan. These advantage 
have been allowed to go by defaul 
for lack of adequate communication. 
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a 7 (Continued from July issue) 
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CUrities ° 
- publi. California dents; return date, where notice is had the date of his letters instead of 12 
anking ff} =Ch. 478: Adds provision to Sec. 754 by publication, must be not less than months as provided for in the old law. 
a of Probate Code, requiring sale to be °” days after first appearance. P.L. 126: Provides that any person 
od be made as a sale of real property where P.L. 125: Amends number of Code may file a caveat to a will at any time 
F : he the property to be sold is a leasehold in- sections as follows: within one year after admission to pro- 
electric : ; ; : . 
00.000, - valgetiingd jens hog henge. ieee prea (a) Prosecution of claims against — pyre the = iar pe 
ting to leasehold interest gon together with property of non-resident decedent must sea Kote hs re reson anak 
pe sreenlaperas anaes pon Tes iit be begun six months after death of the '™ . “me menue, mee a va terd oe 1 
2d last § or pe leasehold iemevent one: ete Sh aan: pam, ae ae mich . oy a ar 
oc tas s . ae, as to real property and two years after 
an ap-§ Ch. 455: Amends Sec. 801 of Probate (b) Time within which executors probate as to any party in interest who 
e legal f Code, relating to bond to be given by ™&Y file bond after appointment has was proceeded against by publication. 
- listing purchaser of estate property under an been reduced from 20 days to five days PL. 127: Add New aale 
ify for § installment contract. after service of summons, and if exe- M d fl p + ' Code) _ ore at 
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vided that full provision has been made 
for payment of prior claims. 


H.B. 127 & 142: Make technical 
changes in Sec. 734.29 regarding claims 
against estate and rights of foreign fidu- 
ciary to sue. 


H.B. 1207: Provides for proration of 
death taxes among persons interested in 
estate. Act applies to estates of persons 
dying after Jan. 1, 1948, or to payments 
of taxes made after the effective date of 
the law (June 13, 1949). 


H.B. 151: Enacts new law providing 
for appointment (and termination) of 
curator for incapacitated, feeble-minded, 
epileptic, mentally defective, etc. persons. 


Hawaii 


Act 340: Permits fiduciaries to invest 
in mortgages insured under Bankhead- 
Jones Farm Tenant Act. 


Iowa 


S.B. 122: Permits division of fee for 
acting as fiduciary or attorney therefor 
with a “regular and bona fide law part- 
ner.” 


Massachusetts 


Ch. 427: Permits registration of fidu- 
ciary securities in the name of a nomi- 
nee. 


New Hampshire 


Ch. 210: Eliminates from Ch. 359 
(1), authorizing allowance for widow, 
this language: “she not being mention- 
ed in the will, or waiving the provision 
made for her therein.” 


New Jersey 


Ch. 284: Makes-a number of techni- 
cal changes in Secs. 3:23-3, 4 & 5, cov- 
ering performance of land contract ex- 
ecuted by decedent, including elimina- 


tion of requirement of publication of no. 
tice. 


Ch. 286: Amends Sec. 216 of Bank. 
ing Act, relating to savings bank trusts, 


Ch. 278: Makes number of change 
in Sec. 3:36-12 to 16 and 18 to 20, re. 
lating to allocation of principal and in. 
come. 


Ch. 115: Makes technical changes in 
Sec. 3:35-1 & 2 and 3:36-21, relating to 
proceedings for the sale of real estate, 


Ch. 116, 223, 237 & 278: Make nu. 
merous revisions in provisions relating 
to sale, lease or mortgage of realty. 


Ch. 92: Permits fiduciaries to invest 
in State or Federal savings and loan as. 
sociations. 


Ch. 225: Revises schedule of compen. 
sation for executors, administrators, 
guardians and testamentary trustees, to 
provide as follows: 5% of income, which 
may be taken without court allowance; 
5% of principal up to $50,000; on ex. 
cess principal, such percentage as court 
allows but not more than 5%. Where 
there are more than two fiduciaries, 
court may allow an additional 1% over 
5% for each fiduciary. Where adminis- 
tration extends beyond 25 years, com- 
missions may be allowed not exceeding 
1/5 of 1% for each year thereafter, irre- 
spective of the number of fiduciaries. 


Oregon 


Ch. 220: Amends prudent man rule 
statute, to specifically permit investment 
of fiduciary funds in “bond debentures 
and other corporate obligations, and 
stocks, preferred or common.” 


South Carolina 


Sec. 8906(1) of the Code is amended 
to provide that where an intestate leaves 
a widow and only one child, each shall 
take one-half of the estate (formerly, the 
child would receive two-thirds) . 
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INCOME TAX 






Alimony trust income taxable to wife. 
In 1923, taxpayer’s husband established 
trust from which she was to receive 60% 
of the income for life. In 1930 taxpayer 
and husband became involved in divorce 
proceedings, whereupon she requested 
that separate trust be created for her 
benefit to be administered by another 
trustee, not so closely associated with hus- 
band. Pursuant to agreement between 
parties, certain securities from 1923 trust 
were selected to form corpus of new trust 
established for wife’s benefit. Husband 
guaranteed that if income should fall be- 
low $60,000 in any one year, he would 
make up difference. Divorce Court adopt- 
ed agreement in lieu of other alimony 
provision. Commissioner sought to tax 
income of trust to husband for years 
1933-5. 


HELD: Husband was not taxable on 
trust income for years involved. 






























Subsequent to disposition of case 
against husband, Commissioner asserted 
taxes due from wife on trust income for 
years 1938-40. Taxpayer, citing the fact 
that in an earlier proceeding, it was held 
that she was not taxable on trust in- 
come for 1931, argued that this was con- 
clusive as to her non-taxability for later 
years. 












HELD: General rule of res judicata 
applies to repetitious suits involving same 
cause of action. In income tax field, how- 
ever, each year is origin of new liability 
and separate cause of action. Action of 
Commissioner affirmed. Bush v. Comm., 
C.A.-2, June 27. 










Power to amend trust created by an- 
other does not make income taxable to 
donee. Taxpayer’s father created trust 
for benefit of five grandchildren. Settlor 
fave taxpayer certain administrative 
powers, including right to amend trust. 
Taxpayer made certain amendments as 
a result of which Commissioner deter- 
mined that entire net income of trust for 
1939 and part of income for 1940 and 
1941 constituted income of taxpayer. Tax- 
Payer paid deficiency and brought suit 
for refund. 

HELD: Refund granted. Power of 
amendment was a power in trust and not 
a beneficial power. Taxpayer had no right 
to exercise power to benefit himself. Com- 
Missioner’s action in taxing income to 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Tax Attorney, Newark, New Jersey 


him was erroneous. Nunnally v. Allen, 
U. 8: DBD. 6. - 3... Ga. dune i. 


Deductions for contributions allowed 
where “trusts” existed within meaning 
of section 165(a). Taxpayer corporation, 
organized in 1940, employed most of em- 
ployees of predecessor business. Taxpayer 
created profit sharing trust for purpose 
of enabling employees to purchase its 
stock within five-year period if profits 
permitted. Formal trust was contem- 
plated, but because employers expressed 
desire to avoid “red tape” and fee ex- 
pense, it was decided to form a separate 
corporation to be known as “Tavannes 
Associates, Inc.,” to maintain the profit 
sharing fund. 


Contributions were to be made to fund, 
based upon watches shipped, and then 
be credited to accounts of employees in 
proportion to earnings. Each employee 
was to receive one share of stock in tax- 
payer corporation for each $300 credited 
to his account, if he had been employed 
by taxpayer five years or more. Funds 
received by “Tavannes Associates, Inc.” 
were to be invested and reinvested by 
directors in such manner as in their best 
discretion is to the best interests of the 
corporation, with due regard to the pur- 
poses for which the corporation is form- 
ed. 

After enactment of the Revenue Act of 
1942, Tavannes Associates, Inc. amended 
plan to qualify with new law. On October 
27, 1944, an amended plan and trust 
agreement were executed. Plan was 
further amended in 1944 and 1945. On 
December 7, 1944, all assets were trans- 
ferred to the Trustees under the amended 
plan. Amended plan purported to be 
retroactive to inception date. Commis- 
sioner approved plan as amended. 

While Commissioner allowed deduc- 
tions for 1941 and 1942, he refused to 
allow deduction for contributions made 
for 1943 and 1944, on theory that a 
“trust” for welfare of employees in gen- 
eral did not exist. 


HELD: For taxpayer. Its contention 
that plan in operation prior to amend- 
ment was a “trust” as that term is un- 
derstood under sub-paragraphs (1) and 
(2) of Section 165(a) of the Code, is a 
sound one. Taxpayer and its employees 
decided upon a “convenient, inexpensive, 
employee-managed method of holding 
and investing the funds to be contributed 














by the taxpayer.” Neither this fact nor 
the fact that fund could be invested in 
taxpayer’s stock, requires conclusion that 
plan was not for exclusive benefit of em- 
ployees within meaning of law. Tavannes 
Watch Co., Inc. v. Comm., C.A.-2, July 11. 


ESTATE TAX 


Deduction disallowed where claim 
against estate was for debt of decedent’s 
son. Decedent’s son executed certain 
promissory notes to bank, aggregating 
more than $325,000 and endorsed by de- 
cedent. As notes matured, new notes en- 
dorsed by son were given by decedent. 
Upon mother’s death in 1944, bank pre- 
sented notes to executors who paid them 
and took deduction therefor on estate tax 
return. Commissioner disallowed deduc- 
tion on ground that debt was that of son. 


HELD: Commissioner sustained. In- 
debtedness originally incurred by son con- 
tinued to be his indebtedness. Decedent 
never intended to relieve son of liability 
for his indebtedness, or to make gift to 
him of amount of indebtedness. Son’s as- 
sets were more than ample to pay in- 
debtedness, since he inherited $6 million 
from another estate at father’s death. Es- 
tate, therefore, would encounter no diffi- 
culty in getting son to satisfy obligation. 
Est. of Farrell v. Comm., 12 T.C., No. 
128, June 8. 


Right to pay principal of trust to bene- 
ficiaries after they reach age 30 not 
sufficient to include property in grantor’s 
estate. In 1935 decedent and wife exe- 
cuted trusts for three granddaughters. 
Each trust was for life of beneficiary and 
thereafter to beneficiary’s descendants, 
and if no descendants, to the surviving 
beneficiaries in equal shares. Trust in- 
strument provided that trustees, of whom 
grantor was one, had right to transfer 
principal of trust to beneficiaries after 
they became 30 years of age. Upon death 
of decedent, Commissioner included trust. 
property in decedent’s estate. 

HELD: Trust not includible in de- 
cedent’s estate on this ground. Com- 
missioner’s contention that right to pay 
principal to beneficiaries amounted to 
power to terminate trust is erroneous. 
At time of decedent’s death, beneficiaries 
had not reached 30 years of age. Condi- 
tion precedent for exercise of power had 
not come to pass. Power based on such 
future contingency is not sufficient to 
sweep trust property into decedent’s es- 
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tate. There is nothing in Church or 
Spiegel decisions to warrant a contrary 
view. Est. of Yawkey v. Comm., 12 T. C., 
No. 157, June 29. 


Deduction for claim of decedent’s for- 
mer husband disallowed where full con- 
sideration lacking. In 1922, decedent en- 
tered into agreement binding herself to 
pay her former husband certain sum per 
month for remainder of her life. She 
made this commitment in consideration 
of ex-husband’s releasing “all his rights, 
claims, privileges and remedies in and to 
the custody, supervision, companionship 
and guardianship of their minor son, and 
in and to all earnings of such son which 
he might at any time receive or be en- 
titled to receive.” Upon decedent’s death, 
former husband filed claim against es- 
tate for $14,518. Executors paid this sum 
and took deduction on estate tax return. 
Commissioner disallowed deduction. 


HELD: Commissioner sustained. There 
was no valid consideration for decedent’s 
agreement to pay ex-husband. Before de- 
duction could be allowed, estate wouid 
have to show that decedent’s agreement 
was supported by an “adequate and full 
consideration in money or money’s 
worth.” There was nothing in record to 
establish value of earnings of son, or 
that he was capable of any earnings. 
Such right to earnings, standing by it- 
self, does not constitute such adequate 
and full consideration as to justify a 
deductible claim against the estate within 
meaning of Section 812 (b) (3) of Code. 
Est. of Ottman v. Comm., 12 T. C. No. 
150, June 22. 


Residue of wife’s estate taxable to hus- 
band where he exercised power of ap- 
pointment over it. Decedent created inter 
vivos trust for benefit of his wife for 


life. Trust provided for subsequent dis- 
tribution of principal to nine beneficiar- 
ies. Decedent retained power to alter or 
revoke trust. Decedent’s wife predeceased 
him, leaving her residuary estate to trust 
created by husband, subject to terms and 
provisions thereof. After wife died, de- 
cedent amended trust he had established 
to provide for distribution of principal 
10 years after his death, instead of 21 
years after his death. Commissioner in- 
cluded residuary estate of wife in de- 
cedent’s estate, alleging that decedent 
had general power of appointment over 
said residue and had exercised it. 


HELD: Commissioner sustained. While 
wife’s will did not contain any special 
words creating power of appointment, 
circumstances supported Commissioner’s 
contention. Wife’s will indicated that she 
intended to place her residuary estate in 
decedent’s trust subject to his right of 
alteration and revocation. Furthermore, 
Orphan’s Court of Pennsylvania ordered 
distribution of residuary estate of wife 
in accordance with terms of husband’s 
trust as amended, thereby emphasizing 
decedent’s power over this property under 
local law. Estate of Sheaffer v. Comm., 
12 T. C. No. 135, June 13. 


Where jointly held property converted 
into tenancy in common only one-half in- 
terest includible in decedent’s estate. In 
1943, decedent entered into agreement 
with his wife, terminating joint tenancy 
in which substantially all their property 
was held and dividing property into 
equal halves as tenants in common. He 
also made gift to his son of approximately 
$35,000, representing about one-fifth of 
his estate. He had made no previous 
gifts, handling matters with his son con- 
sistently on business basis. Decedent died 
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in 1944. Commissioner included these 
transfers in his gross taxable estate as 
gifts in contemplation of death. 






HELD: -Conveyances constituted bona 
fide transfers. Property was includible jp 
husband’s estate only to extent of his 
one-half interest therein. Tax Court had 
taken position that controlling motive for 
creation of tenancy in common was re. 
duction of estate taxes; that none of 
the property was shown to have been 
contributed by wife; that division into 
interests in common was not a sale, and 
transaction did not involve adequate con. 
sideration in money or money’s worth. 
Tax Court erred in these conclusions, 
Est. of Sullivan v. Comm., C.A.-9, June 
24. 





















Girt TAX 






Gift of community property taxable 
one-half to wife and one-half to hus- 
band. In 1933, decedent, in rather poor 
circumstances, discovered bed of gypsum 
in Lost Hills, Cal. He obtained lease 
on property and started to extract gyp- 
sum. Wife worked with him and as enter- 
prise grew, he went away looking for 
business, while she took complete charge 















































of loading and weighing of gypsum. In tr 
1934 and 1935, during particularly trying 
circumstances, wife wanted to secure 
employment elsewhere. Decedent pleaded Si 
that he needed her there more and she - 
remained, on agreement that one-half of Te 
everything would be hers. prov 
In 1937 other properties were leased play 
and operated on a royalty basis. These ff es 
proved profitable. In 1939 daughter and § imp: 
son-in-law came to live with them and cede 
participated in business. Enterprise was esta 
incorporated in 1944 and 800 shares of §%™ t 
stock issued. Three weeks later gifts of suiti 
777 shares were made to son, daughter of i 
and son-in-law by decedent and his wife. § > | 
Separate gift tax returns were filed by T 
husband and wife. Commissioner deter- § doct 
mined that entire gift should be taxed § pro. 
to decedent alone and assessed deficiency. — com 
HELD: For taxpayer. The law then § ‘€né 
applicable (and since repealed) provided H 
that gifts of community property were to § port 
be taxed as gifts of husband alone, ex- § The 
cept where subject matter of gift was § pla) 
derived from properties economically at- § nat 
tributed to wife or from her separate § be 
property. Here subject of gift arose out § éffe 
of combined efforts of decedent and his 
wife and economic gain resulting from CH 
such efforts was property of both. Gift ( 
tax, therefore, should be assessed propor- 
tionately. Est. of Holloway v. Comm. | 
C.A.-9, June 14. 
Aa f 
“R ee ae Ger 
ut men should often be put in re- nee 
membrance to take order for the settl- J >,. 
ing of their temporal estates, whilst they ] tp, 
are in health.”—From the Prayer Book pul 
of Charles the Second. fat 
Ex 
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BENEFICIARY RELATIONS — Contract 
with Heir Hunter Invalid 


California—District Court of Appeal 
92 A.C.A. 340 (June 8, 







Estate of Larson, 
1949). 







Georgia May Larson, sister and heir 
of intestate Frederick Larson, assigned 
30% of her interest in his estate to one 
W. H. Merrick, a_ professional heir 
hunter. Georgia lived in Winnipeg and 
received notification of the probate and 
of the fact she was an heir through reg- 
war channels within a few days after 
she had signed up with Merrick. 


HELD: The assignment was void, the 
agreement constituting an unlawful un- 
dertaking by Merrick to engage in the 
practice of law. The consideration agreed 
to be paid by the heir was further held 
to be grossly unreasonable, it appearing 
that the alleged services were of no value 
whatever. 





















CHARITABLE TRUSTS — Cy Pres Doc- 
trine Applied 







United States—Court of Appeals, 
District of Columbia 
Stead v. American Security and Trust Co., 77 
Washington Law Reporter 641. 









Testator provided that certain unim- 
proved lots should be converted into a 
playground and maintained by his trus- 
tees out of the net income from certain 
improved lots. All interested parties con- 
ceded that it would be impracticable to 
establish and maintain a playground up- 
on the land devised because of the un- 
suitability of the site and insufficiency 
of income. The heirs claimed the proper- 
ty, contending that the trust had failed. 


The lower court held that the cy pres 
doctrine applied, and accordingly ap- 
proved the plan whereby the trust in- 
come would be applied towards the main- 
tenance of a playground on public space. 


HELD: Affirmed. The devise was sup- 
ported by a general charitable intent. 
The dominant purpose was to establish a 
playground rather than use the desig- 
nated site, and therefore the trust should 
























effect the charitable scheme. 









CHARITABLE ‘TRUSTS Intent to 


Create Not Shown 


Supreme Court—Indiana 


State ex rel. Emmert v. Union Trust Co., 86 
N. E. (2d) 450. 









An action was brought by the Attorney 
General to have the provisions of a will 
enforced as a public charitable trust. 
Testatrix’s will provided: “In the event 
that I shall not in my life time have made 
Publication of the diary of my grand- 
father, Calvin Fletcher, I direct that the 
Executor of my last will and testament 
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be applied as nearly as might be to 


RECENT FIDUCIARY DECISIONS 


procure to be edited by a qualified person 
and to be printed and published at a rea- 
sonable cost the diaries of my grand- 
father ... the same to be dedicated to my 
father ... and to make proper distribu- 
tion of the same.” 

Another provision directed the execu- 
tor to continue the employment of a cer- 
tain person in testatrix’s employ for six 
months in order to collaborate with the 
editor of the diary. Calvin Fletcher was 
an eminent attorney and banker of early 
Indianapolis and kept with marked liter- 
ary ability a voluminous daily diary of 


great historical interest from 1821 to. 


1866. 


HELD: The will does not evince with 
reasonable definiteness and certainty a 
charitable purpose and intent sufficient 
to establish a public trust. 


CHARITABLE TRUSTS — Termination 
— Impossibility of Accomplish- 
ment 


Washington—Supreme Court 

Townsend v. Charles Schalkenbach Home for 

Boys, Inc., 133 Wash. Dec. 261. 

The wills of Charles and Minnie Schal- 
kenbach directed the “Establishment of 
a home in Seattle for orphans or aban- 
doned working boys between the ages 
of twelve and sixteen years who are try- 
ing to make their own living.” The trus- 
tees operated such a home from 1938 to 
1943, when only two boys were left in 
the home. 


The trustees then petitioned the court 
for authority to suspend the operation of 
the home temporarily. The court entered 
an order authorizing the trustees to sus- 
pend the operation for a period of two 
years, or for the duration of the World 
War, whichever was shorter. In 1945 the 
trustees filed another petition requesting 
a further suspension of two years and a 
second order was entered suspending the 
operation of the home for an additional 
two years, or until further order of the 
court. 


The present action was instituted by 
the administrator de bonis non of the 
estates of both husband and wife, in 
which it was claimed that the trust had 
wholly failed and was impossible of ful- 
fillment. The lower court held that the 
trust was not impossible of fulfillment, 
and that the action brought by the ad- 
ministrator de bonis non should be dis- 
missed. 


HELD: Modified. Although approving 
the findings that the trust was not im- 
possible of fulfillment nor contrary to 
public policy, and that the operation of 
the home has not demonstrated that the 
trust is impossible of performance, the 
court felt nevertheless that the trustee 
should not be permitted to “sit on the 
lid indefinitely.” The continued cessation 
of the operation of the home was quite 
persuasive that the trust is impossible 
of performance. : 


The judgment of the lower court was 
modified, with directions to dismiss the 
administrator’s complaint if, by January 
1, 1950, the trust is being administered 
as provided in the wills and, if not then 
being so administered, to declare the 
trust terminated and grant the admin- 
istrator the relief prayed for in his com- 
plaint. 


CLatms — Creditors of Insolvent De- 
cedent Entitled to Series E Bonds 
Payable on Death to Designated 
Beneficiary 


New York, Surrogate’s Court, Queens County 
Matter of Laundree, N. Y. L. J., July 15, 1949. 


The decedent purchased Series E Bonds 
with a maturity value of $1,950, pay- 
able on his death to his brother who paid 
no consideration. He died with assets 
of $175 and a debt of $600; funeral ex- 
penses were $773. This proceeding was 
brought by the administratrix to have 
the bonds declared assets of the estate 
and to have a trust impressed thereon 
for the benefit of creditors. 
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HELD: The transfer was in fraud of 
creditors and the decedent’s brother is 
directed to redeem the bonds and sur- 
render the proceeds to the administratrix, 
even though U. S. Treasury Regulations 
provide that when Series E Bonds are 
“payable on death” to a designated bene- 
ficiary, such beneficiary becomes the ab- 
solute owner of the bonds if he sur- 
vives the purchaser. 


Section 24 of the N. Y. Personal Prop- 
erty Law, which provides that the right 
of a beneficiary to receive payment of 
such bond according to its terms, shall 
not be defeated or impaired by any stat- 
ute or rule of law governing transfer of 
property by will or gift or an intestacy, 
contains a proviso that nothing herein 
“shall limit article ten of the debtor and 
creditor law.” 


The Law Revision Commission in rec- 
ommending enactment of Section 24, 
stated: “In any legislation designed to 
protect the payees’ rights, it should be 
made clear that any rights against fraud- 
ulent conveyances, which the creditors of 
the buyer may have, are not affected.” 


The treasury regulations, whose pur- 
———————————— 
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PREFERRED DIVIDEND 
COMMON DIVIDEND 
A quarterly dividend of $1.75 per share 
on the Preferred Stock has been declared 
—_— September 1, 1949, to stock- 
Iders of record at the close of business 
on August 25, 1949. 
A dividend of 25 cents per share on 
the Common Stock has been declared 
yable September 24, 1949, to stock- 
ders of record at the close of business 
on September 2, 1949. 
JOHN E. KING 
Treasurer 
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pose is to protect the government from 
suit upon payment to the designated 
beneficiary and to promote sales, do not 
purport to follow the proceeds and de- 
termine their disposition after they have 
reached the hands of the beneficiary. The 
bonds in question were redeemable by 
the decedent at any time during his life- 
time. Until his death, the transaction 
was ambulatory as a “Totten trust.” Thus 
at the time when the decedent intended 
that the transfer should become effective, 
he had rendered himself insolvent. The 
only New York case in point is Jacoby 
v. Loewenberg (N. Y. L. J. Feb. 13, 1947 
at p. 590) where the court reached the 
same result as in the instant case. 


CLarmms — Garnishment Against Ex- 
ecutor Improper 


Washington—Supreme Court 


Archer Blower and Pipe Co. v. Archer, 
Wash. Dec. 316. 
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During the progress of the administra- 
tion of the estate, the Archer Blower and 
Pipe Co., claiming to be a creditor of the 
decedent, filed claims against the estate 
which the executrix rejected. The com- 
pany brought suit against the widow, 
individually and in her capacity as exe- 
cutrix. Shortly after the commencement 
of the action the company instituted 
garnishment proceedings and writs were 
issued to a savings and loan association 
and a bank, The executrix moved to quash 
the writs of garnishment as they affected 
her individually, which motion was grant- 
ed by the lower court. She also moved 
to quash the writs of garnishment in 
so far as they affected the assets of her 
late husband’s estate, and an order was 
entered quashing the writs. 


HELD: Affirmed. When the claim of a 
creditor of an estate is rejected, the only 



































remedy is to bring suit against the ex 
cutor, and if any judgment is renderg/ 
its effect shall be only to establish th 
amount thereof as an allowed claiy 
against the estate. The statutes provid 
an exclusive remedy and consequentl 
garnishment proceedings cannot be sus. 
tained since to permit such proceeding 
might have the effect of giving the cred. 
itor a preference to which he is not ep. 



















titled. All claims, when allowed by the whe 
executrix and the court, must be paid inf jow: 
the ordinary course of administration and by 
in the order of statutory priority. fitec 
fun 

CLaims — Removal of Administra-§ 3. 
tor Denied fina 

, and 
Indiana—Appellate Court = 

May v. Sansberry, 86 N. E. (2d) 88. bans 

cam 

An administrator’s attorney filed a pe-§ tim 
tition on September 23, 1948, to removell afte 
the administrator, based principally onff to ¢ 


the ground that a $20,000 claim against 


the estate had been set for trial on Sep-§ ¢o) 








































































tember 27, 1948, and that there was a t 
possibility of a substantial judgment. ( 
The attorney alleged that if a reasonable 
settlement could be made, it should be 
considered, but that the administrator 
refused to consider any settlement. It T 
was further claimed that an emergency § Fid 
existed and that the administrator should § tert 
be removed immediately without citation § tha’ 
as provided by statute in case of emerg-§ mis 
ency. The lower court removed the ad-§ of 
ministrator without citation. ord 
HELD: Remanded. The petition failed = 
to show the existence of an emergency the 
that would justify the removal of an ad- the 
ministrator without citation and the op- an 
portunity to be heard. Further, the ay 
failure to compromise a claim was not 
the 
one of the statutory grounds for re ise 
moval. 
wel 
7 
COMPENSATION — Estate Not Liable § of | 
for Attorney’s Fee ren 
Arizona—Supreme Court hac 
In re Balke’s Estate, 206 Pac. (2d) 732. que 
Appellant appealed from that portion “a 
of an order and amended decree of dis- § 4), 
tribution directing payment out of funds \ 
of estate of attorneys’ fees for attorneys n 
.for Polish Consul, on ground that the tn 
estate of a decedent in the process of ad- the 
ministration is not liable for attorneys rec 
fees incurred by individuals. the 
Cross-Appeal was from order and § gop 
amendment to decree of distribution eN- § sys 
tered Sept. 30, 1947 and is based upo” § the 
proposition that decree of distribution § te 
and order dated Jan. 25, 1947 were ap- ] 
pealable orders and, since no appeal was § on 
taken therefrom, they became final and § 4, 
the matter is now res judicata, and not J 4, 
subject to amendment of Sept. 30, 1947. of 
HELD: 1. Executor has right to appeal § t@ 
from action of Superior Court ordering 4 
eX 






payment of attorneys’ fees to attorneys 
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for individual who was not executor for 
reason that an executor is not required 
to do an act which court is not author- 
jzed by law to order him to do. Executor 
is “party aggrieved” under Sec. 21-1701 
ACA 1939. 

2. Generally, attorney’s fees can be 
collected only when such fees are specific- 
ally allowed by statute or have been con- 
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; not en tracted for by parties. In present case, 
1 by thel where attorneys for whom fee was al- 
> paid inf lowed against estate were not employed 
tion and by executor, even if their services bene- 
y fitted estate, no payment from estate 
funds should be ailowed them. 
1inistra- 38. Order of Jan. 25, 1947 approving 
final account, allowing fees to executor 
and his counsel, and denying petition to 
) 88. waive estate’s claim against widow, be- 
came final upon the expiration of the 
ed a pe-B time to appeal therefrom, and trial court 
remove® after that time was without jurisdiction 
pally on§ to change any of such matters. 
against 
on Sep-§ CoMPENSATION — Revision of Sys- 
-_ was if tem of Trustees’ Fees Suggested by 
dgment. Court 
meee Pennsylvania—Orphans’ Court, Philadelphia Co. 
Williamson Estate, decided June 30, 1949. 
istrator 
nent. It This was a test case brought by the 
ergency § Fidelity-Philadelphia Trust Co. to de- 
r should termine whether the Pennsylvania rule 
citation § that a trustee is not to be allowed com- 
emerg-# missions on principal until termination 
the ad-§ of the trust in the absence of extra- 
ordinary services should be abandoned in 
» failed favor of a pay-as-you-go system. The 
weeny trustee had served as co-executor and 
ph 4. thereafter as trustee of two trusts under 
the op the will for about 20 years. As co-execu- 
r, th tor, it received a lump sum of $3009, and 
vas not #2 trustee, it received from time to time 
ai ae the aggregate of $4089 as commissions 
on income. No extraordinary services 
were rendered. 
The trustee contended that on the basis 
Liable § of a cost analysis of the services it had 
rendered as co-executor and trustee, it 
had suffered a loss of $3821, and it re- 
732. quested the court to award to it extra 
, compensation at this time to meet the 
rortion B loss. It further requested permission to 
of dis- take annual commissions at the rate of 
— % of 1 per cent of the principal. 
se ae The auditing Judge held that he was 
or bound by the established rule’ and was, 
neil therefore, unable to grant the trustee’s 
requests. However, he said that if he had 
the authority, he would award the extra 
> and compensation because he felt the old 
on en- | system was outmoded and thought that 
upon | the time had come when the entire sys- 
bution # tem should be reviewed and revised. 
re ap He recognized that salaries of banking 
ul was employees and rents have increased sub- 
1 and Stantially; that the rapidly changing 
id not F economic conditions, the broadening scope 
p47. of trust investment, frequent changes in 
ppeal § taxes and changing financial policies of 
lering | ©Ompanies issuing securities have made 
rneys § hecessary increases in trust personnel, 
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and interest rates on which the bulk of 
a trustee’s compensation depends ynder 
the old system have declined. 


He pointed out that being a fiduciary 
was no longer an honor, but a business. 
He also stated that the method of de- 
termining compensation by fixed per- 
centages is not fair in that it does not 
consider the results obtained or the dura- 
tion of the services. He felt that the al- 
lowance of interim compensation might 
occasionally result in overpayment, but 
that if the charge is carefully scrutin- 
ized by the courts, payment of excessive 
amounts can be avoided. 


DISTRIBUTION — Contingent Bequest 
to “Heirs” Does not Satisfy Preter- 
mitted Child Statute 


Washington—Supreme Court 
In re Estate of Ridgway, 133 Wash. Dec. 255. 


Decedent left a will in which, after 
specific bequests to his third wife and the 
two children of a second marriage, two 
trusts for their benefit were created. His 
will did not specifically name Mary 
Martha, his daughter by his first mar- 
riage. The only provision of the will 
material to this controversy is as fol- 
lows: 

“If all the beneficiaries heretofore 
named or described herein die prior to 
the distribution in full of the trust or 
trusts hereunder, then at the death of 
such beneficiary who is the last to die, or 
in the event I survive all the said bene- 
ficiaries, then upon my death, the trust 
or trusts hereunder, or the undistributed 
portion or portions thereof, as the case 
may be, shall be paid and distributed to 
my then living legal heirs as determined 
in accordance with the then existing laws 
of the state of Washington which control 
the descent and distribution of intestate 
estates. (Italics ours.) ” 


Under Remington’s Revised Statutes, 
Section 1402, if a person makes a will 
and dies leaving a child not named or 
provided for in such will, he shall be 
deemed to die intestate as to such child. 
The lower court determined that Mary 
Martha was neither named nor provided 
for within the meaning of the statute, and 








therefore the decedent died intestate as 
to her. 

HELD: Affirmed. Mary Martha was 
not named in the will. A testator, in order 
to prevent the invocation of the statute, 
must at least use words which describe 
his children as a class and must couple 
them with other language which conveys 
the intention, either of providing for 
them or disinheriting them. Accordingly, 
the use of the word “heirs” in the quoted 
clause is not sufficient to show that he 
had not inadvertently disinherited his 
daughter. 

Since the attempted bequest to his 
heirs was provisional or contingent, 
Mary Martha was not provided for as 


COINS 


CATALOGUED 


APPRAISEI 


ESTATES G MUSEUMS 


for 


COIN COLLECTIONS 
BOUGHT and SOLD 


UNITED STATES 
FOREIGN 
ANCIENT 
ORIENTAL 
GOLD - SILVER - BRONZE 
* 
Collections catalogued and sold 
at Public Auction Sale 


& 
We are one of 


AMERICA’S OLDEST AND 
LARGEST COIN DEALERS 


Stacks 








12 W. 46th St New York 19, N. Y. 





Complete facilities for handling your 


Banking and Fiduciary Business 


promptly and effectively. 


tke FIFTH THIRD [JNION TRUST 


CINCINNATI, OHIO 


Member Federal Reserve System —- Member Federal Deposit Insurance Corporation 










517 


required by the statute. Since she was 
neither named nor provided for within 
the meaning of the statute she was en- 
titled to share in the estate in the same 
manner as if decedent had died intestate. 


DISTRIBUTION — Estate of Named 


Person as a Devisee 
California——Supreme Court 


Estate of Brunet, 34 A. C. 104 (June 28, 
1949) reversing District Court of Appeal, 88 
A. C. A. 1005, 200 P. 2d 59; abstracted in 
Jan. 1949 TRUSTS AND ESTATES 66. 


Brunet’s holographic will devised “to 
Otto Speckter or his Estate the Property 
at Clear Lake & Improvements on same.” 
Speckter, not related to testator, died be- 
fore testator. The designated property 
was sold during administration and de- 
cree of distribution awarded proceeds “to 
the heirs or devisees of Otto Speckter, de- 
ceased, subject to administration of es- 
tate.” Legatees under Brunet’s will ap- 
pealed. 


HELD: Will shows intention to substi- 
tute another in place of named devisee. 
“Estate” is construed as meaning Speck- 
ter’s heirs or devisees in the event that 
Speckter died in testator’s lifetime. 


GiFrTts — Delivery of Package in Con- 
templation of Death Held Ineffec- 
tive 


Missouri—St. Louis Court of Appeals 
Slager v. Allen, 220 S. W. (2d) 752. 


Two or three days before an operation, 
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the seriousness of which was known to 
her, decedent sent a suitcase and a 
package to the home of her neighbor with 
the instruction: “If I should live, return 
them to me, but in case of my death, 
would you please give them to Mr. Gil- 
bert (decedent’s attorney) and have him 
take them and have them taken to the 
Boatmen’s Bank.” 

When, after decedent’s death three 
days later, the suitcase and package were 
opened, they were found to contain let- 
ters addressed to several people, including 
plaintiffs. The letters contained varying 
amounts of currency. Accompanying the 
letters were instructions that the letters 
should be mailed “If I should die. If I 
live I want all of them returned to me.” 


When decedent’s neighbor and her at- 
torney delivered the suitcase and pack- 
age to decedent’s executors, plaintiffs 
brought suit against the executors to 
establish a gift in contemplation of death. 
The trial court found for the plaintiffs 
upon the theory that the suitcase and 
package were given to decedent’s neigh- 
bor as agent for plaintiffs. 

HELD: Reversed. Since decedent’s 
neighbor did not know what the suitcase 
and package contained and did not know 
to whom the contents were to be delivered, 
she held them merely as agent or bailee 
of decedent. Decedent’s statements, notes 
and letters indicated that there was no 
intention to deliver the currency prior to 
decedent’s death. The transaction was an 
attempted testamentary disposition and 
void for lack of compliance with the 
statute of wills. 


INVESTMENTS — _ ‘Trustee Liable 
Where Stock of Merged Banks Re- 
tained 


New Jersey—Superior Court, App. Div. 


Farr v. First Camden National Bank & Trust 
Co., 66 A. (2d) 444. 


At the time of his death, decedent 
owned 75 shares of The Camden National 
Bank, representing 742% of the entire 
capital of that bank, having a book value 
of about $60,000. He also owned 15 shares 
in The First National State Bank of 
Camden (a much larger bank), having 
a book value of about $4,000. 


The First National Bank was desig. 
nated as trustee of the residuary estate 
in the decedent’s will. Shortly after his 
death, this bank and the Camden Nation. 
al Bank merged. The merged institution 
began administration of the decedent’s 
estate. The merged bank as trustee (the 
defendant in this suit) received 24( 
shares of its own stock for the estate, 
This stock was issued on the basis of 
three shares for one of the Camden Na. 
tional Bank, and one share for one of 
the First National State Bank. As trus- 
tee, it promptly sold 100 shares at $425 
per share. After a number of years, it 
sold the remaining 140 shares for $12 a 
share. 


Paragraph Sixth of the decedent’s will 
provided: “My said executors and my 
said trustees, or trustee, are hereby vest- 
ed with full power, authority and dis- 
cretion with reference to holding or sell- 
ing or transferring such stocks, bonds, 
and other securities, as may belong to 
me or in which I may have any interest, 
at the time of my death and I specifically 
direct that my said executors and trustees 
or trustee, shall be under no responsi- 
bility by reason of their decision either to 
hold or to sell any of such stocks or 
bonds or interests therein. This clause 
in my said will is, by me, therein placed 
because I desire that my said executors, 
and trustees or trustee, may not be in 
any way embarrassed in their efforts to 
conserve my said estate.” 

The infant beneficiaries, by their guar- 
dian ad litem, challenged the trustee’s 
right to retain the 140 shares. The ex- 
ceptions which they filed to the trustee’s 
accounting were overruled. 


HELD: Reversed. Where trustee has 
right to retain stock of which decedent 
died possessed, it cannot properly retain, 
in substitution thereof, the stock of a 
successor corporation received as a re- 
sult of a merger where such stock is not 
substantially the equivalent of the old 
stock. 


The “immunity clause” in decedent’s 
will protected the trustee only to the 
extent of the 15 shares in the First Na- 
tional State Bank. The trustee is liable 
for the difference in value, at time of 
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merger, of 125 shares of the new stock, 
to wit, $425 per share, and the ultimate 
sales price of $12 per share. 


NOTE: This case constitutes a red 
light to trustees who hold corporate 
stocks in merged or reorganized corpora- 
tions. Unless the “immunity clause” 
specifically encompasses a merger, or 
there is the required element of “sub- 
stantial equivalency,” it would seem that 
wisdom dictates a sale of the stock as 
soon as reasonably practicable. 


LIFE TENANT & REMAINDERMAN — 
Former Cannot Release Interest to 
Latter — Permissive Law Invalid 


Pennsylvania—Supreme Court 
Borsch Estate, decided June 24, 1949. 


Testator, who died in 1921, left his 
estate in trust to pay the income ulti- 
mately to his daughter for life, with 
vested remainder to the daughter’s son 
in fee. The will contained spendthrift 
provisions in respect to the daughter’s 
interest. The daughter received and ac- 
cepted the income for many years. 

In 1943, an Act was adopted by the 
Legislature establishing the procedure 
for filing and recording releases of pow- 
ers in connection with the Federal estate 
tax laws. In 1945, this Act was amended 
by extending its provisions to authorize, 
inter alia, the release of a life interest 
toa remainderman in cases where there 
were spendthrift provisions, and the Act 
was made retroactive. In 1947, these Acts 
were re-enacted, but without the pro- 
vision permitting the release by life ten- 
ant to remainderman in_ spendthrift 
trusts. 

While the 1945 amendment was in ef- 
fect, the daughter released her life in- 
terest to her son, and at the audit of 
the trustee’s account, the son requested 
a decree terminating the trust. A major- 
ity of the lower court refused to make the 
decree, and the son appealed. 


HELD: Affirmed. Although the daugh- 
ter could have refused the gift at the 
outset, she could not now repudiate the 
gift and annul the condition and restric- 
tion imposed by the testator and accel- 
erate the remainder. The right of a 
testator to condition his gift upon spend- 
thrift provisions is a property right 
which the courts are bound ito enforce. 
The Act of the Legislature permitting the 
annulment of this right is unconstitution- 
al in respect to operating spendthrift 
trusts established before the passage of 
the Act. 


SPouSE’s RIGHTS Antenuptial 
Agreement — Relinquishment of 
Dower Rights Despite Provision for 
Wife in Will 

Wisconsin—Supreme Court 


Will of Paulson: Jones, Appellant v. First Na- 
tional Bank and Trust Company of Racine, 
Respondent, 254 Wis. 258. 


Martha and Paul Paulson entered into 
antenuptial agreements in which each 
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gave up any claim he or she might have 
against the estate of the other. Paul 
Paulson’s will at his death contained a 
paragraph providing as follows: “AI- 
thought I have entered into a pre-nuptial 
agreement with my beloved wife, Martha 
Paulson, nevertheless it is my request 
that she share in my estate as hereinafter 
provided.” 

His widow, Martha, contended that her 
husband had waived the antenuptial 
agreement by making provision for her 
in his will and that she therefore had the 
option under Wisconsin law of taking 
under the will or electing her dower 
share. She then filed an election to take 
her dower share in the estate. 


HELD: A valid antenuptial agreement 
is not affected by a party thereto making 
provision for the other in his will. The 
antenuptial agreement remains effective 
and a bequest such as made in this in- 
stance does nothing more than favor the 
devisee to the extent provided in the will. 


SPousE’s RIGHTS — Wife Who Ob- 
tained “Mail Order” Divorce En- 
titled to Distributive Share of Hus- 
band’s Estate 


New Yiork——Appellate Division, First Dept. 
Matter of Rathscheck, N. Y. L. J., July 8, 
1949. 


The decedent and his wife by joint ac- 
tion obtained a Mexican “mail order” 
divorce in 1944. Neither spouse resided or 
went to Mexico at the time the divorce 
proceeding was instituted. The wife was 
the plaintiff. In 1946, she filed a suit 
for divorce in New York in which the 
husband appeared but did not file an 
answer. She obtained an interlocutory 
decree of divorce on statutory grounds in 
which it was also adjudged that the 
Mexican divorce was invalid. Before the 
decree became final, the husband died. 

The New York County Surrogate held 
that the wife was not a distributee of 
the decedent because of Section 87(b) of 
the Decedent Estate Law which provides 
that no distributive share shall be al- 
lowed to a spouse who had procured with- 
out the state of New York a final decree 
or judgment dissolving the marriage 
where such decree or judgment is not 
recognized as vaiid by the law of this 
state. 

HELD: Reversed. The wife is entitled 
to her distributive share. Section 87(b) 
D.E.L. does not deprive her of such share 
despite the fact that she procured a di- 
vorce decree which is not recognized as 
valid in New York. The Court of Appeals 
in Caldwell v. Caldwell, 298 N. Y. 146, 
distinguished between a divorce decree 
obtained in another state which is prima 
facie valid although it may be attacked 
by the party who did not initiate the pro- 
ceeding, and a “mail order” divorce de- 
cree, which is void for all purposes be- 
cause there is no semblance of jurisdic- 
tion over the parties. Section 87(b) ap- 
plies only to the first type of divorce. The 


wife is not estopped from questioning 
the validity of the Mexican decree. It 
would, therefore, be illogical to prevent 
her from sharing in the estate. : 

Justice Dore dissented on the ground 
that the language of the statute does not 
make any distinction between types of 
divorce decrees and merely provides that 
the decree be one which is not recognized 
as valid in this state. 


WILLs — Construction — Death of 
Intermediate Beneficiary 


Washington—Supreme Court 


Elder v. Seattle-First National Bank, 133 Wash. 
Dec. 278. 


Joseph Welter created a testamentary 
trust, directing the trustee to pay to his 
wife certain income during her life and 
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upon her death to pay to his son, pro- 
vided he had then attained the age of 
thirty-five years, the net income from 
-the trust. The trustee was further direct- 
ed that, in the event the wife should be 
living when the son attained the age of 
thirty-five years, it was to pay to the 
son $100 per month out of the net income 
until the death of the wife and there- 
after pay him the entire net income 
during his lifetime. The portion of the 
will material to this case read as fol- 
lows: 

“Upon the death of my said beloved son, 
Herbert A. Welter any and all remainder of the 
estate then in the hands of the Trustee shall be 
distributed to the issue of him the said Herbert 
A. Welter, and in the event there shall be no 
issue surviving him the said Herbert A. Welter, 
then said estate shall be distributed to the wife 
of him the said Herbert A. Welter, and if there 
be no wife surviving him, the said Herbert A. 
Welter, then said estate shall be distributed to 
the heirs at law of him the said Herbert A. 
Welter as provided by the statutes of the State 


of Washington in relation to the estates of 
intestates.” 


Joseph Welter died in 1932, leaving 
surviving his wife and his son, who at 
that time was a bachelor. The son be- 
came thirty-five years of age in 1943 
and was married that year. He died in 
October, 1944, leaving surviving him his 
mother and his wife, but no issue. His 
mother died in 1947. 


After her death a controversy arose 
as to the correct interpretation of the 
quoted provision. It was contended that 
it was the duty of the trustee to dis- 
tribute the remainder of the trust to the 
wife of Herbert only in the event he sur- 
vived his mother and, not having done 
so, the property must be distributed in 
accordance with the laws of intestacy. 
The lower court held that Joseph in- 
tended that upon the death of his son 
the remainder of the trust should be dis- 
tributed to Herbert’s widow in the event 
that she survived his son. 


HELD: Affirmed. The testator out- 
lined a definite plan for the disposition 
of the income during the life of his wife 
and son and for the disposition of the 
corpus thereafter. He made no _ pro- 
vision for any change in plan in the 
event that any intermediate beneficiary 
between his wife and the heirs of his son 
should die before his wife’s death. Under 
the clear meaning of the will it became 
the duty of the trustee, upon the death 
of the testator’s wife, to distribute the 
property on hand to the surviving wife 
of the son, he being deceased and leaving 
no issue. 


WILLs — Construction — Forfeiture 
of Bequest if “Dissatisfied” 


Indiana—Appellate Court 
Doyle v. Paul, 86 N. E. (2d) 98. 


Testator’s will devised certain land to 
two sons subject to their acceptance and 
agreement to pay certain other heirs 
$6,000. Testator also provided that should 
any beneficiary be dissatisfied with any 
of the conditions or terms of his be- 
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quest, his share should be divided among 
all the heirs except the person dissatis- 
fied. 


HELD: The conditions attached to the 
devise were precedent to vesting of title. 
The word “dissatisfied” as used in the 
will did not violate the statute which 
declares void a testamentary provision 
that a beneficiary taking any proceeding 
to contest a will forfeits his benefits 
thereunder. 


WILLs — Construction — Gift Con- 
ditioned on Termination of Exist- 
ing Marriage is Valid 

California—District Court of Appeal 

Hamilton v. Ferrall, 92 A. C. A. 350 (June 18, 

1949). 

Decedent’s will set up a trust for ben- 
efit of plaintiff, his daughter. The trust 
was to terminate and the corpus go to 
the daughter “upon the death of Alex 
C. Hamilton or his divorce from my said 
daughter.” If the trust did not terminate 
in the manner stated, it was to terminate 
on plaintiff’s death and the corpus was to 
go to a son of decedent and the son’s 
children. This action was brought to set 
aside the trust on the ground that its 
continuance was based on an illegal con- 
dition, namely, termination of the mar- 
riage between plaintiff and her husband. 

HELD: The condition was not con- 
trary to public policy and the trust 
was good. Testator’s intention was to pro- 
tect his daughter. He knew that as long 


as she was married to Hamilton she 
would be supported by him. Provision 
terminating the trust and giving her the 
property was made with that considera- 
tion in mind. 


WILLs — Probate — Oral Contracts 
— Evidence Insufficient 


Arkansas—Supreme Court 
Ellis v. Carroll, 220 S. W. (2d) 800. 


Appellant brought this action against 
personal representative and heirs of de. 
cedent to enforce an alleged oral con- 
tract by which decedent agreed to leave 
part of her estate to appellant. The con- 
tract is said to have been made in 1911 
between decedent and the father of the 
appellant who was then thirteen years 
old. She was to live in decedent’s home 
and work for her until she was grown and 
married. Appellant’s father assented to 
the arrangement upon the understanding 
that decedent would devise to appellant 
an heir’s share in her estate. 


Decedent died in 1947 without leaving 
a will and this action was brought to 
enforce the contract against decedent’s 
five surviving nieces. 

HELD: The agreement was not proved 
by clear and convincing evidence. De- 
cedent had befriended two other young 
girls in the same manner. Neither of 
these recipients of her generosity has 
come forward with a claim like that 
advanced by appellant. The asserted con- 
tract was never made. 
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